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U.S.  CUSTOMS  SERVICE'S  ABILITY  TO  AC- 
CURATELY DETERMINE  THE  VALUE  OF 
IMPORTED  GOODS  ENTERING  THE  UNITED 
STATES 


THURSDAY,  JUNE  17,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Oversight, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  call,  at  9:37  a.m.,  in  room 
B-318,  Rayburn  House  Office  Building,  Hon.  Harold  E.  Ford  pre- 
siding. 
[The  press  release  announcing  the  hearing  follows:] 


(1) 


FOR  IMMEDIATE  RELEASE 
FRIDAY,  JUNE  11,  1993 


PRESS  RELEASE  #10 
SUBCOMMITTEE  ON  OVERSIGHT 
U.S.  HOUSE  OF  REPRESENTATIVES 
1135  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.   20515 
TELEPHONE:   (202)  225-5522 


THE  HONORABLE  J.  J.  PICKLE  (D.,  TEXAS),  CHAIRMAN, 
SUBCOMMITTEE  ON  OVERSIGHT,  COMMITTEE  ON  WAYS  AND  MEANS, 

U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  HEARING  TO  REVIEW  THE  U.S.  CUSTOMS  SERVICE'S 

ABILITY  TO  ACCURATELY  DETERMINE  THE  VALUE  OF  IMPORTED  GOODS 

ENTERING  THE  UNITED  STATES 


The  Honorable  J.  J.  Pickle  (D. ,  Texas),  Chairman  of  the 
Subcommittee  on  Oversight,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  announced  today  that  the  Subcommittee  will  conduct  a 
hearing  to  review  the  ability  of  the  U.S.  Customs  Service  (Customs)  to 
accurately  determine  the  value  of  imported  goods  entering  the  United 
States.   The  hearing  has  been  scheduled  for  Thursday,  June  17,  1993, 
beginning  at  9:30  a.m.,  in  room  B-318  Rayburn  House  Office  Building. 
The  Subcommittee  will  receive  testimony  from  the  Commissioner  of 
Customs. 

BACKGROUND 

Customs  collects  annually  approximately  $20  billion  in  duties, 
taxes,  and  fees  from  importers  and  international  travelers.   In  almost 
all  cases,  the  amount  owed  to  Customs  (whether  it  is  in  the  form  of 
duties,  taxes,  or  fees)  is  a  percentage  of  the  value  of  imported 
goods.   Importers  must  disclose  to  Customs  the  value  of  imported  goods 
at  the  time  they  are  entered  into  the  United  States.   However,  it  is 
Customs'  responsibility  to  determine  whether  an  importer's  claimed 
value  is  correct. 

Under  current  law,  Customs  may  demand  documentation  to  support  an 
importer's  claimed  value.   Current  law  also  provides  Customs  with 
access  to  an  importer's  books  and  records  and,  in  cases  involving 
foreign-based  multinational  corporations,  access  to  the  parent 
corporation's  books  and  records.   However,  Customs  does  not  have 
access  to  taxpayer  information  maintained  by  the  Internal  Revenue 
Service  (IRS) . 

PURPOSE  AND  SCOPE  OF  THE  HEARING 

The  purpose  of  the  hearing  is  to  receive  testimony  from  Customs 
about  its  regulatory  audit  program  and  how  Customs  determines  whether 
an  importer's  valuation  of  goods,  for  duty  and  other  purposes,  is 
correct.   Of  particular  interest  is  Customs'  experience  in  using 
voluntarily-supplied  tax  return  information  in  the  process  of 
determining  an  import's  correct  value,  and  the  utility  of  this 
information  in  the  audit  process. 

During  the  hearing,  the  Subcommittee  will  examine  several  cases 
where  Customs  has  used  tax  returns,  voluntarily  supplied  to  Customs  by 
the  importers,  in  the  course  of  conducting  audits  of  the  value  claimed 
by  the  importcrc.   Ir.  or.e  ccsc,  ar.  i-pcrtcr's  tax  returns  showed  much 
higher  amounts  for  its  costs-of -goods-sold  deductions  than  it  had 
claimed  as  the  Customs  value  for  its  imports  during  the  same  period. 
When  Customs  asked  the  importer  to  document  its  costs  by  using 
cancelled  checks  and  other  bank  records.  Customs  discovered  that  the 
importer  had  paid  almost  $3  million  more  for  the  imports  than  it 
claimed  they  were  worth  when  it  filed  its  entries,  and  additional  duty 
was  assessed. 


In  another  case,  an  importer  represented  to  Customs  that  he  was  in 
the  business  of  facilitating  assembly  of  wearing  apparel  in  Mexico  for 
a  number  of  U.S.  wholesalers.   The  importer,  a  sole  proprietor, 
claimed  that  he  had  an  arms-length  relationship  with  the  assembler,  a 
maquiladora,  in  Mexico.   At  the  same  time,  he  reported  to  IRS  on  his 
tax  return  that  he  was  an  employee  of  the  maquiladora  and  earned  no 

(MORE) 


income  other  than  the  salary  paid  to  him  by  the  maquiladora.   Customs 
determined  that  this  importer  undervalued  his  imported  merchandise  by 
over  $2  million  during  the  period  from  1986  to  1989,  and  additional 
duty  was  assessed. 

In  another  case,  Customs  used  an  importer's  tax  returns  to 
identify  payments  made  to  an  overseas  trading  company  totaling 
approximately  $3  million.   These  payments  were  included  in  the 
costs-of -goods-sold  deductions  claimed  on  its  tax  returns,  but  were 
not  included  in  its  statements  of  value  reported  to  Customs.   In 
investigating  the  nature  of  these  payments,  Customs  determined  that 
the  $3  million  was  not  related  to  the  importer's  business  and, 
therefore,  not  dutiable.   Also,  since  these  payments  may  not  be 
deductible  for  tax  purposes  either.  Customs  referred  the  case  to  IRS. 

Finally,  in  another  case,  an  importer  retained  two  sets  of 
invoices  for  its  imports,  one  for  Customs  purposes  and  the  other  for 
tax  purposes.   When  the  importer  filed  its  entries  with  Customs,  it 
attached  only  one  set  of  invoices  and  claimed  that  the  total  value  of 
its  imports  for  a  two-year  period  was  approximately  $27  million.   When 
filing  its  tax  returns  for  the  same  period,  it  used  amounts  from  both 
sets  of  invoices  and  claimed  costs-of-goods-sold  deductions  of  more 
than  $119  million,  a  difference  of  over  $90  million.   Again,  this  case 
was  referred  to  IRS. 

In  announcing  the  hearing  Chairman  Pickle  said:   "The  Subcommittee 
has  been  aware  for  some  time  that  some  importers,  particularly  some 
importers  who  are  related  to  their  overseas  suppliers,  have  been 
taking  advantage  of  how  our  Government  administers  our  tax  and  tariff 
laws.   They  know  that  our  various  agencies,  such  as  Customs  and  IRS, 
are  not  able  to  share  information  systematically  and  effectively. 
Consequently,  an  unscrupulous  importer  may  not  get  caught  when 
claiming  a  low  value  on  imports  for  Customs  purposes  and,  at  the  same 
time,  claiming  a  high  costs-of-goods-sold  deduction  for  tax  purposes. 
Engaging  in  these  abusive  practices  creates  a  "win-win"  situation  for 
the  importer,  minimizing  both  the  duties  that  they  pay  Customs  and  the 
taxes  they  pay  IRS.   The  public  does  not  expect  our  Federal  Government 
to  accept  such  behavior.   Something  needs  to  be  done!" 

DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS; 

Persons  submitting  written  comments  for  the  printed  record  of  the 
hearing  should  submit  six  (6)  copies  by  the  close  of  business,  Thursday, 
July  8,  1993,  to  Janice  Mays,  Chief  Counsel  and  Staff  Director,  Committee 
on  Ways  and  Means,  U.S.  House  of  Representatives,  1102  Longworth  House 
Office  Building,  Washington,  D.C.   20515. 

FORMATTING  REQUIREMENTS; 

Each  itatemeni  presented  for  printin(  to  the  Committee  by  a  witnesi,  any  written  statement  or  exhibit  submitted 
for  the  printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the 
guidelines  listed  below  Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  itot  be  printed,  but  will  be 
maintained  in  the  Committee  files  for  review  and  use  by  the  Committee. 

1.  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper 
and  may  not  exceed  a  total  of  10  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  prirtipg  Instead,  exhibit 
material  should  be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications 
will  be  maintained  in  the  Committee  files  for  review  and  use  by  the  Committee 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or,  for  written  comments, 
the  name  and  capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any 
organization  for  whom  the  witness  appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number 
where  the  witness  or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the 
comments  and  recommendations  in  the  full  statement  This  supplemental  sheet  will  not  be  included  in  the 
printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing  Statements  and  exhibits 
or  supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  the  public  during  the  course 
of  a  public  hearing  may  be  submitted  in  other  forms 

***** 


Mr.  Ford.  The  Subcommittee  on  Oversight  will  come  to  order.  I 
am  delighted  to  chair  these  hearings  today  for  the  subcommittee 
chairman,  Mr.  Pickle,  who  is  back  at  home  in  his  district  for  a  fu- 
neral today. 

I  am  delighted  to  join  with  my  other  colleagues  on  the  Commit- 
tee on  Ways  and  Means,  Subcommittee  on  Oversight's  hearing  on 
the  review  of  the  U.S.  Customs  Service's  import  duty  and  audit 
program  in  this  subcommittee  hearing  today. 

We  are  here  today  to  examine  how  the  U.S.  Customs  Service  de- 
termines the  correct  value  and  therefore  the  correct  duty,  taxes  and 
fees  owed  for  goods  imported  into  the  United  States. 

More  specifically,  we  are  going  to  examine  whether  and  to  what 
extent  Customs  has  used  voluntarily  provided  tax  return  informa- 
tion in  the  process  of  determining  an  importer's  correct  value,  and 
the  specific  utility  of  this  information  in  the  audit  process. 

I  have  asked  the  new  Customs  Commissioner,  the  Honorable 
George  Weise,  an  old  friend  and  former  employee  of  the  Committee 
on  Ways  and  Means,  to  first  give  the  subcommittee  some  back- 
ground on  Customs'  audit  program.  I  have  also  asked  the  Commis- 
sioner to  explain  to  the  subcommittee  how  Customs  determines  the 
value  of  imported  goods  and  for  what  purposes. 

More  importantly,  I  have  asked  the  Commissioner  to  describe 
several  cases  illustrating  how  Customs  uses  voluntarily  provided 
tax  returns  in  the  process  of  determining  the  correct  value  of  im- 
ported goods  and  the  results. 

The  subcommittee  has  been  aware  for  some  time  that  some  im- 
porters have  been  taking  advantage  of  how  our  government  admin- 
isters our  tax  and  tariff  laws.  They  know  that  Customs  and  IRS 
are  not  able  to  share  information  systematically  and  effectively. 
Consequently,  an  unscrupulous  importer  will  probably  not  get 
caught  when  claiming  a  low  value  of  imports  for  Customs  purposes 
and  at  the  same  time  claiming  a  high  deduction  for  tax  purposes. 
Engaging  in  these  abusive  practice  creates  a  win/win  situation  for 
the  importers,  minimizing  both  the  duties  that  they  pay  Customs 
and  the  taxes  they  pay  the  IRS. 

Something  needs  to  be  done.  So  today  we  will  look  to  Customs 
to  sort  out  the  issue  for  this  subcommittee  and  hopefully  would 
have  the  oversight  subcommittee  in  the  Treasury  Department  and 
especially  the  new  Commissioner  of  Customs  to  lead  us  and  give 
us  some  clear  direction. 

I  welcome  you,  Mr.  Weise,  before  the  committee,  once  again  wel- 
come back  to  our  subcommittee  and  the  full  committee  on  Ways 
and  Means,  and  it  is  a  real  delight  to  have  worked  with  someone 
over  the  years  and  to  see  now  that  you  are  on  the  other  side  of  the 
table  and  we  certainly  look  for  your  expertise  and  your  willingness 
to  lead  us  and  to  guide  us  and  certainly  to  inform  us  and  hopefully 
we  will  not  only  in  this  instance,  but  in  many  others,  have  an  op- 
portunity to  continue  to  work  together. 

It  is  a  policy  of  this  subcommittee  to  have  all  witnesses  sworn 
in  and  we  would  like  to  ask  you  to  take  the  oath  this  morning.  As 
is  the  practice  for  this  subcommittee,  I  ask  the  panelist  to  raise  his 
right  hand  to  be  administered  the  oath. 

[Witness  sworn.] 


Mr.  Ford.  May  the  record  reflect  that  the  witness  has  said  yes. 
At  this  time,  I  would  like  to  recognize  the  Ranking  Minority  Mem- 
ber of  the  committee,  Mr.  Houghton. 

Mr.  Houghton.  Thank  you  very  much,  Mr.  Chairman,  for  calling 
this  committee  hearing.  It  is  important,  timely.  I  know  in  reading 
the  history  of  the  Ways  and  Means  Committee  in  the  whole  tax- 
ation policy  of  the  United  States  Government  that  basically  the 
revenue,  the  tax  revenue  which  was  generated  when  our  country 
first  started  was  all  in  tariffs  and  excises,  and  I  guess  quite  a  bit 
of  money,  something  like  $19  billion  comes  through  this  process 
now. 

It  wouldn't  be  enough  to  keep  our  government  going  but  it  still 
is  an  important  figure.  Certainly  there  are  issues  about  whether 
importers  are  really  abiding  by  the  law  or  not,  and  there  are  all 
sorts  of  examples  where  that  is  not  happening,  and  I  am  sure,  Mr. 
Weise,  that  you  will  be  describing  that. 

On  the  other  hand,  of  course  the  question  is  whether  we  are 
using  this  as  sort  of  a  scapegoat  policy  to  try  to  unearth  facts 
which  really  aren't  in  existence  at  all. 

So  the  question  really  is  access  to  tax  returns  by  the  Customs  in 
order  to  submit  and  to  assist  in  any  audits.  So  without  further  ado, 
I  welcome  you  here,  and  Mr.  Banks  and  Mr.  Inch. 

I  thank  you,  Mr.  Chairman,  and  look  forward  to  the  whole  proc- 
ess of  this  meeting. 

Mr.  Ford.  Thank  you  very  much.  The  Chair  will  recognize  Mr. 
Hancock. 

Mr.  Hancock.  Thank  you,  Mr.  Chairman.  I  recognize  that  there 
is  a  definite  problem  that  exists  in  this  area.  I  do  have  the  same 
reservations  that  I  think  probably  every  member  of  the  panel  and 
I  think  Congress  will  have,  and  that  is  the  access  to  what  histori- 
cally has  been  confidential  information. 

I  do  think  that  we  need  to  address  the  situation.  I  just  would  like 
to  say  that  I  think  there  should  be  an  indication  of  probable  cause 
and  some  way  to  give  Customs  access,  but  not  to  allow  the  poten- 
tial of  fishing  expeditions,  because  I  know,  and  I  am  sure  that  the 
panel  knows,  that  in  some  cases  the  cost  to  the  importer  just  as 
a  result  of  an  investigation,  even  though  it  finds  everything  is  fine, 
but  that  can  be  very  expensive  on  the  part  of  the  business  commu- 
nity that  has  to  spend  the  time. 

So  I  believe  in  what  we  are  attempting  to  do  here,  but  I  also 
think  that  there  has  to  be  some  restrictions  to  prevent  fishing  ex- 
peditions. I  know  that  Mr.  Weise  was  not  going  to  have  any  prob- 
lem with  that,  but  I  also  know  that  some  future  Customs  adminis- 
trator might  use  his  power  in  a  way  that  wouldn't  be  beneficial.  So 
that  is  the  only  reservation  that  I  have. 

Thank  you,  Mr.  Chairman. 

Mr.  Ford.  Thank  you,  very  much.  Commissioner,  let  me  once 
again  welcome  you  back  to  the  committee,  the  one  that  you  seived 
so  long  and  worked  so  tirelessly  for  over  the  past  9  years. 

Let  me  welcome  you  and  would  you  also  introduce  the  gentlemen 
who  are  accompanying  you  from  your  office  here? 
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STATEMENT  OF  HON.  GEORGE  WEISE,  COMMISSIONER  OF 
CUSTOMS,  U.S.  CUSTOMS  SERVICE,  ACCOMPANIED  BY  WIL- 
LIAM F.  INCH,  DIRECTOR,  OFFICE  OF  REGULATORY  AUDIT, 
AND  SAMUEL  H.  BANKS,  ASSISTANT  COMMISSIONER  FOR 
COMMERCIAL  OPERATIONS 

Mr.  Weise.  Thank  you  very  much,  Mr.  Chairman.  It  obviously  is 
a  great  pleasure  for  me  to  make  my  first  appearance  as  Commis- 
sioner of  Customs  before  the  House  of  Representatives,  before  this 
august  body. 

Mr,  Ford.  We  wanted  you  before  you  went  over  to  the  Senate. 

Mr.  Weise.  Unfortunately,  I  did  have  an  appointment  with  the 
Senate  Appropriations  Committee  last  week,  but  this  is  my  first 
appearance  in  the  House  of  Representatives  and  I  am  so  pleased, 
after  spending  only  5  weeks  as  Commissioner  of  Customs  and  9 
years  serving  this  fine  committee,  I  still  am  a  little  more  uncom- 
fortable being  on  this  side  of  the  table  than  that.  But  it  is  great 
to  be  in  this  room  again  where  I  feel  so  much  at  home. 

And  because  I  have  only  had  5  weeks  of  experience  as  Commis- 
sioner, I  do  have  some  real  experts  that  I  want  to  introduce.  I  have 
on  my  right  Sam  Banks,  the  Assistant  Commissioner  for  Commer- 
cials Operations,  and  on  my  left,  I  have  Bill  Inch,  the  Director  for 
the  Office  of  Regulatory  Audit,  and  I  also  have  a  lot  of  reinforce- 
ments behind  me  if  one  of  the  three  of  us  can't  respond  to  any  par- 
ticular questions. 

There  may  be  others  that  I  will  be  calling  upon  to  help  in  getting 
the  record  as  clear  as  we  possibly  can  on  this  very  important  issue. 

But,  Mr.  Chairman,  I  would  like  to,  before  I  get  into  the  sub- 
stance of  the  testimony,  indicate  how  much  I  appreciate,  and  I 
think  the  Customs  Service  appreciates,  the  work  of  this  Oversight 
Subcommittee  over  the  years  in  the  Customs  area.  They  have  made 
tremendous  contributions  to  the  Customs  Service  and  although  be- 
fore I  went  down  to  the  Customs  Service,  I  think  there  has  been 
some  defensiveness  over  the  years  about  the  work  of  the  Oversight 
Subcommittee.  I  think  virtually  everyone  in  Customs  now  clearly 
recognizes  that  we  are  a  better  agency  as  a  result  of  the  fine  work 
of  this  committee,  and  I  want  to  give  Chairman  Pickle  absentia  tre- 
mendous credit  for  his  strong  leadership  and  for  you  and  the  other 
Members  of  this  committee,  and  coming  from  where  I  came  from, 
if  you  will  bear  with  me,  I  would  also  like  to  give  credit  to  two  staff" 
people  from  this  Oversight  Subcommittee,  Tom  Arnold  and  Chris 
Smith  who  have  worked  diligently.  They  are  household  names 
within  the  Customs  Service  and  a  lot  of  people,  when  they  hear 
their  names,  cringe  a  little  bit,  but  they  have  done  tremendous 
work  in  serving  this  subcommittee  and  also  serving  the  Customs 
Service. 

We  are  a  better  agency  as  I  said  because  of  the  strong  supporting 
work  of  this  committee.  As  long  as  I  am  the  Commissioner  of  Cus- 
toms, we  expect  to  work  closely  with  the  subcommittee,  with  the 
Congress,  to  ensure  that  we  are  trying  to  achieve  the  same  objec- 
tive. 

I  want  the  Customs  Service  to  be  the  best  agency  it  possibly  can 
be.  I  want  to  make  sure  that  we  are  effectively  carrying  out  our 
laws  and  responsibilities  and  the  mission  that  we  are  charged  with 


carrying  out  and  I  know  that  is  the  objective  of  this  subcommittee 
and  I  look  forward  to  a  long  working  relationship  as  Commissioner. 

Today,  Mr.  Chairman,  I  have  come  to  describe  the  Customs  regu- 
latory audit  program  and  how  Customs  determines  the  Customs 
value  of  imported  goods.  I  will  also  provide  case  studies  in  using 
tax  information  to  assist  in  determining  correct  values  of  imports. 

Valuation  of  merchandise  is  complex  and  is  becoming  increas- 
ingly important  for  Customs'  audits  of  multinational  corporate 
firms  as  a  number  of  such  firms  increase  and  they  have  become  a 
predominant  force  in  the  international  marketplace. 

Before  reviewing  the  current  valuation  situation,  I  believe  it  will 
be  useful  to  place  the  problem  within  the  context  of  our  commercial 
processing  system.  When  imported  goods  arrive  at  our  airports, 
seaports  or  land  border  ports.  Customs  receives  descriptive  infor- 
mation about  the  goods  from  the  importer  or  the  agent.  This  data, 
usually  submitted  electronically,  is  processed  through  our  auto- 
mated commercial  system  to  decide  which  merchandise  must  be  ex- 
amined or  which  documents  must  be  reviewed. 

Customs  inspectors  examine  about  8  percent  of  all  shipments  en- 
tering the  United  States  to  determine  if  the  goods  are  admissible. 
The  next  phase  begins  10  days  later  when  the  importer  submits  a 
full  declaration  of  the  tariff  classification,  appropriate  duty  rate, 
the  value  of  the  goods,  and  the  duty  amount.  The  payment  is  also 
a  part  of  this  formal  transaction. 

Customs  import  specialists  typically  review  these  declarations  to 
insure  accuracy.  The  Customs  Modernization  bill,  which  I  urge  you 
to  enact  and  this  is  an  initiative  I  will  be  hopefully  working  very 
close  with  this  committee,  will  place  greater  responsibility  on  the 
importer  for  submitting  accurate,  electronic  information,  including 
classification  and  value  information. 

Determining  the  appropriate  value  and  its  related  rate  of  duty  is 
the  issue  we  are  discussing  today.  The  methodology  for  determin- 
ing import  value,  the  data  to  be  used  and  the  procedural  rules  are 
spelled  out  in  international  agreements,  particularly  the  Customs 
Valuation  Code  of  the  General  Agreement  on  Tariffs  and  Trade,  the 
GATT. 

As  stipulated  by  the  agreement,  the  Customs  value  is  usually 
based  on  the  price  actually  paid  by  the  importer.  This  method  of 
appraising  the  value  of  imported  goods  is  commonly  known  as 
transaction  value.  It  is  used  for  most  imported  merchandise  regard- 
less of  whether  related  parties  are  involved  in  the  transaction. 

However,  the  circumstances  of  related  party  transactions  must 
be  tested  to  establish  the  acceptability  of  such  transaction  value.  If 
it  is  determined  that  the  business  relationship  affected  the  price, 
then  Customs  must  follow  a  set  progression  of  rules  to  establish 
the  correct  value  through  a  methodology  other  than  transaction 
value. 

These  are  the  rules  that  our  1,250  Customs  import  specialists 
are  responsible  for  evaluating  when  reviewing  information  supplied 
by  importers.  In  practice,  import  specialists  review  the  submitted 
entry  for  accuracy  and  if  no  problems  are  identified,  the  trans- 
action is  accepted  and  finalized  by  Customs,  what  we  call  liq- 
uidated in  Customs  terminology. 
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Entries  are  automatically  liquidated  within  1  year  except  when 
suspended  or  extended  by  Customs  when  additional  information  is 
necessary  or  legally  required.  If  Customs  amends  the  entry  and  if 
additional  duty  is  required,  the  importer  has  a  right  to  file  a  pro- 
test. During  tne  protest  period,  the  importer  has  the  opportunity 
to  substantiate  the  validity  of  the  submitted  information. 

If  the  protest  is  ultimately  denied  by  Customs,  the  importer  still 
has  the  right  to  seek  judicial  review  in  the  Court  of  International 
Trade.  The  appraised  value  is  the  kev  element  in  determining  the 
duty  for  these  transactions.  This  can  become  complicated  when  the 
transactions  occur  within  multinational  corporations. 

These  so-called  transfer  prices  are  an  important  concern  for  both 
the  Customs  Service  and  the  Internal  Revenue  Service  in  determin- 
ing duties,  user  fees  and  taxes.  Customs  has  intensified  its  review 
of  these  transactions  to  determine  if  accurate  values  are  being  re- 
ported. 

Congress  has  recognized  that  some  companies  have  devised 
means  of  structuring  their  transactions  so  as  to  avoid  the  payment 
of  duties  and  taxes.  As  a  result,  Congress  enacted  section  1059A 
of  the  Internal  Revenue  code  to  close  this  loophole. 

We  realize  that  this  subcommittee  and  the  IRS  have  been  exam- 
ining this  issue  since  your  subcommittee's  hearing  held  in  July 
1990,  It  is  an  area  in  which  I  believe  the  Customs  Service  and  the 
IRS  have  common  concerns  which  will  be  evident  in  the  examples 
that  I  will  present  today. 

One  common  thread  in  these  examples  is  that  tax  information 
voluntarily  supplied  by  companies  we  audited  has  proven  to  be  in- 
valuable in  analyzing  the  accuracy  of  the  value  claimed  for  im- 
ported goods.  This  tax  information  has  also  been  critical  in  deter- 
mining the  acceptability  of  related  party  transaction  values  under 
the  GATT  valuation  code. 

It  should  also  be  noted  that  Customs'  audits  have  uncovered  in- 
formation which  has  proven  to  be  helpful  to  the  Internal  Revenue 
Service  in  determining  tax  liabilities. 

In  recognition  of  the  problems  being  uncovered,  Customs  estab- 
lished a  special  task  force  almost  2  years  ago  to  reinvigorate  our 
valuation  program.  Upgraded  training  was  implemented  for  all 
Customs  personnel  working  with  value-related  issues. 

The  task  force  itself  has  evolved  into  a  pilot  National  Customs 
Value  Center  responsible  for  setting  our  policies  and  procedures  for 
value  related  issues. 

The  value  center  will  operate  in  conjunction  with  our  import  spe- 
cialists, regulatory  auditors  and  other  Customs  functional  groups. 
A  critical  component  of  the  Customs  value  initiative  is  the  regu- 
latory audit  program  which  we  are  discussing  today. 

Established  in  1974,  it  has  grown  to  approximately  360  person- 
nel stationed  in  26  regional  and  branch  offices.  The  auditors  con- 
duct approximately  600  audits  a  year  of  all  types.  These  include 
national  audits,  fraud  audits  and  audits  for  compliance,  user  fees, 
special  trade  preference  programs,  such  as  the  Canadian  Free 
Trade  Agreement, 

In  1992,  regulatory  audit  identified  approximately  $167  million 
in  recommended  duty  recoveries  and  penalties.  The  national  au- 
dits, which  review  all  aspects  of  an  importer's  transactions,  employ 


substantial  Customs  auditor  time  but  have  produced  multimillion 
dollar  returns  to  the  government. 

For  example,  the  two  largest  national  audits  returned  $16  mil- 
lion and  $21  million  respectively.  Audits  are  selected  and 
prioritized  by  highest  potential  revenue  return.  Many  of  these  au- 
dits are  based  on  referrals  from  other  Customs  functional  areas, 
such  as  import  specialists  and  inspectors,  however,  because  of  its 
many  responsibilities,  the  regulatory  audit  program  can  conduct 
only  a  limited  number  of  these  resource  intensive  audits. 

It  has  been  Customs'  long-range  goal  to  audit  every  major  im- 
porter every  5  years.  But  we  are  currently  operating  on  a  25-year 
cycle.  This  is  clearly  unacceptable.  I  believe  the  audit  program  is 
a  vital  piece  of  our  trade  enforcement  strategy  and  I  will  continue 
to  emphasize  its  priority. 

The  problems  confronting  regulatory  auditors  are  primarily  cen- 
tered on  information  access.  We  believe  the  Customs  Modernization 
Act  will  alleviate  most  of  the  major  problems,  and  once  again,  I 
hope  we  can  get  that  enacted  as  soon  as  we  possibly  can. 

However,  we  still  face  the  problem  of  foreign  records  access 
which  is  a  problem  we  share  with  the  Internal  Revenue  Service. 
We  also  do  not  have  access  under  the  Internal  Revenue  laws  to  in- 
formation companies  prepare  for  the  IRS  even  though  such  data 
would  prove  invaluable  for  Customs'  audits.  Undoubtedly,  we  could 
productively  use  many  of  the  same  records  and  cost  information. 

While  the  laws  and  regulations  of  the  IRS  and  Customs  require 
different  audit  approaches  and  analysis  of  data,  both  agencies  need 
similar  information.  The  extent  to  which  Customs  has  routine  and 
legal  access  to  a  company's  tax  information  will  facilitate  effective 
Customs'  audits. 

This  will  contribute  to  the  reduction  of  the  Federal  deficit  and 
improve  U.S.  industries'  competitiveness.  In  response  to  the  sub- 
committee's request,  I  am  presenting  examples  today  of  audits  I  be- 
lieve will  be  of  interest.  Because  of  business  confidentiality  and  on- 
going court  cases,  company  identity  is  concealed.  However,  you  will 
note  the  areas  of  overlap  with  the  Internal  Revenue  Service. 

We  believe  information  sharing  would  be  beneficial  to  both  agen- 
cies. In  these  example  cases,  the  tax  information  was  voluntarily 
supplied  by  the  company  to  the  Customs  Service. 

Mr.  Chairman,  Members  have  before  them  detailed  descriptions 
of  the  examples  of  audit  cases  that  I  will  now  briefly  summarize. 
In  the  first  case.  Customs  reviewed  and  tabulated  the  total  amount 
paid  for  imported  goods  as  declared  on  the  importer's  Customs  en- 
tries. To  corroborate  this  information.  Customs  requested  and  re- 
ceived voluntarily  supplied  tax  returns  from  the  importer.  Based  on 
the  tax  return  and  substantiating  records.  Customs  determined  the 
importer  had  undervalued  its  imports  by  almost  $3  million  and  un- 
derpaid duties  and  taxes  by  about  $800,000. 

In  another  case,  the  importer  claimed  to  have  no  direct  relation- 
ship with  the  foreign  exporter,  a  maquiladora  in  Mexico.  The  im- 
porter stated  that  he  only  facilitated  the  assembly  of  goods  for  U.S. 
wholesalers  and  he  stated  on  the  Customs  entry  documents  that 
there  was  no  relationship  which  affected  the  declared  values. 

Upon  reviewing  the  importer's  personal  tax  return,  again  pro- 
vided voluntarily  to  the  Customs  Service,  it  was  learned,  nowever, 


10 

that  his  only  income  was  from  wages  from  the  Mexican 
maquiladora.  He  was  actually  an  employee  of  the  company.  This 
triggered  further  audit  whicn  revealed  the  importer's  direct  in- 
volvement in  undervaluing  the  shipments  by  almost  $6  million  and 
preparing  invalid  claims  resulting  in  over  $1.5  million  in  duties. 

The  third  case  disclosed  that  what  was  originally  thought  to  be 
an  imdervaluation  of  Customs  declarations  but  which  turned  out  to 
be  a  false  deduction  on  the  importer's  tax  claim.  The  Customs  audit 
revealed  a  related  party  transaction  which  prompted  a  request  for 
the  importer's  tax  return,  once  again  voluntarily  supplied. 

The  Customs  auditors  found  $1.4  million  in  commissions  which 
were  not  listed  on  the  Customs  forms  and  ultimately  proved  to  be 
falsely  constructed.  The  Customs  auditors  discovered  that  these 
false  business  expenses  were  actually  claimed  as  tax  deductions  on 
the  Internal  Revenue  form.  This  case  was  referred  to  the  Internal 
Revenue  Service  for  them  to  proceed  with. 

In  the  fourth  instance,  the  importer  provided  invoices  to  Customs 
that  totaled  $28  million  for  goods  imported  over  a  2-year  period. 
During  the  course  of  the  Customs'  audit,  the  importer  voluntarily 
provided  the  tax  returns  in  an  attempt  to  validate  certain  claims 
to  Customs. 

A  full  review  of  those  tax  returns  disclosed  claims  to  the  Internal 
Revenue  Service  for  cost  of  goods  sold  that  totaled  $119  million. 
The  discrepancy  exceeded  $90  million.  This  case,  again,  was  re- 
ferred to  the  Internal  Revenue  Service. 

Mr.  Chairman,  you  have — and  Members  have  before  them  an  ad- 
ditional handout  that  I  am  going  to  walk  through  very  quickly  be- 
fore opening  this  up  for  questions,  to  sort  of  illustrate  the  process 
that  we  go  through  in  our  audit  division  to  put  together  these 
kinds  of  cases. 

The  first  page  of  this  handout  basically  is  a  summary  for  1  year 
of  what  was  discovered. 

Mr.  Ford.  Which  handout  are  you  using?  OK,  I  have  it.  The  for- 
eign purchases  by 

Mr.  Weise.  Foreign  purchases,  fiscal  year  1989  is  the  first  page, 
Mr.  Chairmgrn,  and  this  basically  is  an  elaboration  on  example  one 
which  I  have  already  alluded  to,  but  I  wanted  to  show  you  an  illus- 
trative of  some  of  the  documents  we  worked  to  get  to  the  point  we 
did. 

The  first  page  simply  is  a  summary  for  one  calendar  year  of  the 
fact  that  the  declared  value  for  Customs'  purposes  was  $303,996. 
The  declared  for  IRS  purposes  was  $1.4  million  and  undeclared 
value  for  Customs'  purposes  of  $1.1  million,  a  rate  of  duty  of  27,5 
percent. 

So  for  that  one  calendar  year  and  this  particular  audit,  because 
of  the  tax  information  that  was  available  to  us,  we  collected  an  ad- 
ditional $303,000  in  duties  that  were  owed  to  the  government.  The 
next  page  of  the  handout  shows  the  process. 

What  we  had  done,  our  internal  auditors  had  put  together  all  the 
inner  values  for  the  entire  years  looking  at  all  the  transactions  in 
one  of  these  comprehensive  audits  that  we  do  from  time  to  time  on 
importers  and  it  shows  when  you  total  all  these  together,  it  comes 
to  the  $309,996  which  I  alluded  to  earlier. 


11 

The  next  four  pages  actually  shows  the  actual  Customs  entry 
form,  and  you  can  see  how  this  is  a  correlation,  the  ones  that  are 
in  bold  print  on  page  2  of  your  handout  are  actually  the  ones  that 
are  taking  place  on  this  particular  transaction. 

It  just  shows  how  we  actually  relate  the  documents  back  into  the 
total  summary.  Then  we  have  here  a  copv  of  the  income  tax  form 
which  shows  in  highlight  on  line  2  the  declared  value  for  cost  of 
goods  sold,  which  was  significantly  greater  than  the  $309,000 
which  had  iDeen  declared  for  Customs  value. 

The  next  page  of  that  handout  shows  you  the  total  compilation 
of  the  imported  value  that  was  declared  for  Internal  Revenue  pur- 
poses of  $1.4  million,  once  again,  comparing  that  to  the  $380  some 
thousand,  and  you  will  notice  that  since  the  Internal  Revenue,  the 
actual  income  tax  form  shows  $1.8  million,  our  total,  when  we  did 
the  audit  showed  only  $1.4  million  for  import-related  products. 

The  actual  difference  between  the  $1.4  and  $1.8  million  which  is 
shown  on  the  very  last  page,  next  to  the  last  page  of  this  handout, 
the  rest  of  it  was  domestic  product,  so  it  wasn't  directly  related  to 
the  import  transaction. 

The  final  page  of  this  particular  handout  shows — what  I  showed 
you  is  a  snapshot  for  one  calendar  year.  We  did  this  audit  over  a 
4-year  period  and  the  total  duty  collected  was  significant.  It  re- 
sulted in  over  $780,000  of  additional  duties  collected  over  a  4-year 
period. 

Mr.  Chairman,  I  have  gone  into  some  greater  detail  on  the  first 
example  in  that  illustration,  that  handout.  I  am  going  to  conclude 
my  statement  at  this  point. 

We  would  be  more  than  happy,  either  myself  or  any  of  the  people 
with  me,  to  go  into  greater  detail  on  any  of  the  examples  that  are 
set  forth  or  be  happy  to  respond  to  any  questions  you  may  have, 
either  on  the  examples  or  my  testimony  or  any  other  issue. 

I  thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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OF 

GEORGE  WEISE 

COMMISSIONER  OF  CUSTOMS 

BEFORE  THE 

COMMITTEE  ON  WAYS  AND  MEANS 

SUBCOMMITTEE  ON  OVERSIGHT 

JUNE  17,  1993 

Mr.  Chairman  and  members  of  the  Oversight  Subcommittee,  it 
is  indeed  a  pleasure  to  make  my  first  appearance  in  the  House  of 
Representatives  before  the  Subcommittee  on  Oversight  of  the 
Committee  on  Ways  and  Means.   As  you  know,  Mr.  Chairman,  I  have 
spent  the  last  nine  years  serving  this  great  Committee,  and  I  for 
one  greatly  appreciate  the  significant  contributions  that  this 
Subcommittee  has  made  over  the  last  several  years  to  improve  the 
overall  operations  of  the  U.S.  Customs  Service. 

Although,  there  has  been  a  tendency  in  the  Customs  Service 
over  the  years  to  be  overly  defensive  about  constructive 
suggestions  from  outside  of  the  Agency,  most  within  Customs  would 
admit  that  we  are  a  better  organization  today  because  of  the  fine 
work  of  the  Subcommittee.   I  want  you  to  know,  Mr.  Chair, man, 
that  as  long  as  I  am  Commissioner,  the  Customs  Service  will  work 
constructively  with  you  and  this  Subcommittee  to  improve  our 
operations.   My  goal,  as  is  yours,  is  to  make  the  Customs  Service 
the  best  that  it  can  possibly  be. 

Today,  I  have  come  to  describe  the  Customs  Regulatory  Audit 
Program  and  how  Customs  determines  the  Customs  value  of  imported 
goods.   I  will  also  provide  case  studies  in  using  tax  information 
to  assist  in  determining  correct  values  of  imports.   Valuation  of 
merchandise  is  complex  and  is  becoming  increasingly  important  for 
Customs  audits  of  multinational  corporate  firms  as  the  number  of 
such  firms  increase  and  they  have  become  a  predominate  force  in 
the  international  marketplace. 

Before  reviewing  the  current  valuation  situation,  I  believe 
it  would  be  useful  to  place  the  problem  within  the  context  of  our 
commercial  processing  system.   When  imported  goods  arrive  at  our 
airports,  seaports  or  land  border  ports.  Customs  receives 
descriptive  information  about  the  goods  from  the  importer  or  his 
agent.   This  data,  usually  submitted  electronically,  is  processed 
through  our  Automated  Commercial  System  to  decide  which 
merchandise  must  be  examined  or  which  documents  must  be  reviewed. 
Customs  inspectors  examine  about  8%  of  all  shipments  entering  the 
U.S.  to  determine  if  the  goods  are  admissible. 

The  next  phase  begins  ten  days  later  when  the  importer 
submits  a  full  declaration  of  the  tariff  classification, 
appropriate  duty  rate,  the  value  of  the  goods,  and  the  duty 
amount.   The  payment  is  also  a  part  of  this  formal  transaction. 
Customs  import  specialists  typically  review  these  declarations  to 
ensure  accuracy.   The  Customs  Modernization  bill,  which  I  urge 
you  to  enact,  will  place  greater  responsibility  on  the  importer 
for  submitting  accurate  electronic  information,  including 
classification  and  value  information. 

Determining  the  appropriate  value  and  its  related  rate  of 
duty  is  the  issue  we  are  discussing  today.   The  methodology  for 
determining  imported  value,  the  data  to  be  used,  and  the 
procedural  rules  are  spelled  out  in  international  agreements, 
particularly  the  Customs  Valuation  Code  of  the  General  Agreement 
on  Tariffs  and  Trade  known  as  GATT.   As  stipulated  by  the 
agreement,  the  Customs  value  is  usually  based  on  the  price 
actually  paid  by  the  importer.   This  method  of  appraising  the 
value  of  imported  goods  is  commonly  known  as  the  "transaction 
value."   It  is  used  for  most  imported  merchandise  regardless  of 
whether  related  parties  are  involved  in  the  transaction;  however, 
the  circumstances  of  related  party  transactions  must  be  tested  to 
establish  the  acceptability  of  "transaction  value."   If  it  is 
determined  that  the  business  relationship  affected  the  price, 
then  Customs  must  follow  a  set  progression  cf  rules  to  establish 
the  correct  value.  .  ■,  •  x. 

These  are  the  rules  that  our  1250  Customs  import  specialists 
are  responsible  for  evaluating  when  reviewing  information 
supplied  by  importers.   In  practice,  import  specialists  review 
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the  submitted  entry  for  accuracy,  and,  if  no  problems  are 
identified,  the  transaction  is  accepted  and  finalized  by  Customs, 
or  "liquidated"  in  Customs  terminology. 

Entries  are  automatically  liquidated  within  one  year,  except 
when  suspended  or  extended  by  Customs  when  additional  information 
is  necessary   legally  required.   If  Customs  amends  the  entry  and 
if  additional  duty  is  required,  the  importer  has  a  right  to 
"protest."   During  the  protest  period  the  importer  has  the 
opportunity  to  substantiate  the  validity  of  the  submitted 
information.   If  the  protest  is  ultimately  denied  by  Customs,  the 
importer  still  has  the  right  to  seek  judicial  review  in  The  Court 
of  International  Trade. 

The  appraised  value  is  the  key  element  in  determining  the 
duty  for  these  transactions.   This  can  become  complicated  when 
the  transactions  occur  within  multinational  corporations.   These 
transfer  prices  are  an  important  concern  for  both  Customs  and  the 
IRS  in  determining  duties,  user  fees,  and  taxes.   Customs  has 
intensified  its  review  of  these  transactions  to  determine  if 
accurate  values  are  being  reported.   Congress  has  recognized  that 
some  companies  have  devised  means  of  structuring  their 
transactions  so  as  to  avoid  the  payment  of  duties  and  taxes.   As 
a  result,  Congress  enacted  section  1059(a)  of  the  IRS  code  to 
close  this  loophole.   We  realize  that  this  Subcommittee  and  IRS 
have  been  examining  this  issue  since  your  hearing  held  in  July, 
1990.   It  is  an  area  in  which,  I  believe  the  Customs  Service  and 
IRS  have  common  concerns  which  will  be  evident  in  the  examples  I 
will  present  today. 

One  common  thread  in  these  examples  is  that  tax  information 
voluntarily  supplied  by  companies  we  audited,  have  proved 
invaluable  in  analyzing  the  accuracy  of  the  value  claims  for 
imported  goods.   This  tax  information  has  also  been  critical  in 
determining  the  acceptability  of  related  party  transaction  values 
under  the  GATT  Valuation  Code.   It  should  also  be  noted  that 
Customs  audits  have  uncovered  information  which  has  proven 
helpful  to  the  IRS  in  determining  tax  liabilities. 

In  recognition  of  the  problems  being  uncovered.  Customs 
established  a  special  task  force  almost  two  years  ago  to 
reinvigorate  our  valuation  program.   Upgraded  training  was 
implemented  for  all  Customs  personnel  working  with  value  related 
issues.   The  task  force  itself  has  evolved  into  a  pilot  National 
Customs  Value  Center,  responsible  for  setting  our  policies  and 
procedures  for  value  related  issues.   The  Value  Center  will 
operate  in  conjunction  with  our  import  specialists,  regulatory 
auditors,  and  other  Customs  functional  groups. 

A  critical  component  of  the  Customs  Value  initiative  is  the 
Regulatory  Audit  Program.  Established  in  1974,  it  has  grown  to 
approximately  360  personnel  stationed  in  26  regional  and  branch 
offices.  The  auditors  conduct  approximately  600  audits  a  year  of 
all  types.   These  include  national  audits,  fraud  audits  and 
audits  for  compliance,  user  fees,  and  special  trade  preference 
programs  such  as  the  Canadian  Free  Trade  Agreement.   In  1992, 
Regulatory  Audit  identified  approximately  $167  million  in 
recommended  duty  recoveries  and  penalties. 

The  national  audits,  which  review  all  aspects  of  an 
importer's  transactions,  employ  substantial  Customs  auditor  time 
and  have  produced  multi-million  dollar  returns  to  the  government. 
For  example,  the  two  largest  national  audits  returned  $16  million 
and  $21  million.   Audits  are  selected  and  prioritized  by  highest 
potential  revenue  return.   Many  of  these  audits  are  based  on 
referrals  from  other  Customs  functional  areas,  such  as  import 
specialists  and  inspectors.   However,  because  of  its  many 
responsibilities,  the  Regulatory  Audit  Program  can  conduct  only  a 
limited  number  of  the  resource  intensive  audits.   It  has  been  a 
Customs  long-range  goal  to  audit  every  major  importer  every  five 
years,  but  we  are  not  operating  on  a  25  year  cycle.   I  believe 
the  audit  program  is  a  vital  piece  of  our  Trade  Enforcement 
Strategy  and  I  will  continue  to  emphasize  its  priority. 

The  problems  confronting  regulatory  auditors  are  primarily 
centered  around  information  access.   We  believe  the  Customs 
Modernization  Act  will  alleviate  most  of  the  major  problems. 
However,  we  still  face  the  problem  of  foreign  records  access 
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which  is  a  problem  we  share  with  the  IRS.   W  also  do  not  have 
access  under  the  internal  revenue  laws  to  information  companies 
prepare  for  the  IRS  even  though  such  data  would  prove  invaluable 
for  Customs  audits.   Undoubtedly,  we  could  productively  use  many 
of  the  same  records  and  cost  information. 

While  the  laws  and  regulations  of  the  IRS  and  Customs 
require  different  audit  approaches  and  analysis  of  data,  both 
agencies  need  similar  information.   The  extent  to  which  Customs 
has  routine  and  legal  access  to  a  company's  tax  information  will 
facilitate  effective  Customs  audits.   This  will  contribute  to  the 
reduction  of  the  Federal  deficit  and  improve  U.S.  industries 
competiveness . 

In  response  to  the  Subcommittee's  request,  I  am  presenting 
examples  of  audits  that,  I  believe,  will  be  of  interest.   Because 
of  the  business  confidentiality  and  ongoing  court  cases,  company 
identity  is  concealed.  However,  you  will  note  the  areas  of 
overlap  with  IRS.   We  believe  information  sharing  would  be 
beneficial  to  both  agencies.   In  these  example  cases,  the  tax 
information  was  voluntarily  supplied  by  the  company. 

The  examples  of  audit  cases  I  will  present  are  as  follows: 

In  the  first  case.  Customs  reviewed  and  tabulated  the  total 
amount  paid  for  imported  goods  as  declared  on  the  importer's 
Customs  entries.   To  corroborate  this  information.  Customs 
requested  and  received  voluntarily  supplied  tax  returns  from  the 
importer.   Based  on  the  tax  return  and  substantiating  records, 
Customs  determined  the  importer  has  undervalued  its  imports  by 
almost  $3  million  and  underpaid  duties  and  taxes  by  about 
$800,000. 

In  another  case,  the  importer  claimed  to  have  no  direct 
relationship  with  the  foreign  exporter,  a  maquiladora  in  Mexico. 
The  importer  stated  that  he  only  facilitated  the  assembly  of 
goods  for  U.S.  wholesalers  and  he  stated  on  the  Customs  entry 
documents  that  there  was  no  relationship  which  affected  the 
declared  values.   Upon  reviewing  the  importer's  personal  tax 
return,  it  was  learned  that  his  only  income  was  from  the  Mexican 
maquiladora.   This  triggered  further  audit  which  revealed  the 
importer's  direct  involvement  in  undervaluing  the  shipments  by 
almost  $6  million  and  preparing  invalid  claims  resulting  in  over 
$1.5  million  in  duties. 

The  third  case,  disclosed  what  was  originally  thought  to  be 
an  undervaluation  of  Customs  declarations  but  which  turned  out  to 
be  a  false  deduction  on  the  importer's  tax  claim.   The  Customs 
audit  revealed  a  related-party  transaction  which  prompted  a 
request  to  the  importer's  tax  return,  voluntarily  supplied.   The 
Customs  auditors  found  $1.4  million  in  commissions  which  proved 
to  be  falsely  constructed.   The  Customs  auditors  discovered  that 
these  false  business  expenses  were  claimed  as  tax  deductions. 
This  case  was  referred  to  the  Internal  Revenue  Service  (IRS)  . 

In  the  fourth  instance,  the  importer  provided  invoices  to 
Customs  tat  totalled  $28  million  for  goods  imported  over  a  two 
year  period.   During  the  course  of  the  Customs  audit,  the 
importer  voluntarily  provided  the  tax  returns  in  an  attempt  to 
validate  certain  claims  to  Customs.   A  full  review  of  those  tax 
returns  disclosed  claims  to  the  iRS  for  cost  of  goods  sold  that 
totalled  $119  million.   The  discrepancy  exceeded  $90  million. 
This  case  was  again  referred  to  the  IRS. 
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Mr.  Ford.  I  would  like  to  ask  the  committee  to — and  Mr.  Weise, 
the  handouts  that  you  have  submitted  to  the  committee,  that  we 
make  it  a  part  of  the  record,  without  any  objection. 

[The  handout  follows:] 
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FOREIGN  PURCHASES 
FY  1989 


DECLARED  TO 
CUSTOMS 

DECLARED  TO 
IRS 

UNDECLARED 
TO  CUSTOMS 

DUTY 
PERCENT 

UNPAID 
DUTY 

$309,996 

$1,411,896 

$1,101,902 

X  27.5% 

$303,023.05 
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FY  193')  CUSTOMS  ENTRIES 


ENTRY 
DATE 

02/13/89 
02/14/89 
03/16/89 
03/28/89 
04/25/89 
04/28/89 
05/17/89 
05/23/89 
06/02/89 
06/02/89 
06/06/89 
06/09/89 
06/27/89 
07/06/89 
07/11/89 
07/10/89 
07/24/89 
08/02/89 
08/02/89 
08/02/89 
08/02/89 
08/04/89 
08/17/89 


ENTERED 
VALUE 

$20,783.00 

$13,962.00 

$12,213.00 

$2,127.00 

$6,981.00 

$3,960.00 

$198.00 

$120.00 

$4,200.00 

$1,440.00 

$1,440.00 

$3,373.00 

$33,632.00 

$225.00 

$4,448.00 

$38,119.00 

$33,429.00 


$237.00 

$3,290.00 
$32,504.00 


09/08/89 
09/08/89 
09/08/89 


$3,209.00 
$839.00 
$720.00 


09/11/89 
10/04/89 
10/04/89 
10/10/89 
11/03/89 
11/13/89 
11/13/89 
12/08/89 
12/14/89 
12/14/89 
01/02/90 
01/17/90 


$43,797.00 

$7,829.00 

$871.00 

$5,705.00 

$80.00 

$2,437.00 

$2,437.00 

$527.00 

$700.00 

$7,231.00 

$1,007.00 

S15.926.00 


TOTALS 


S309.996.00 
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FY  1989  FOREIGN  PURCHASES 


DATE 

06/16/89 

03/01/89 

04/14/89 

04/25/89 

05/22/89 

05/26/89 

06/13/89 

07/12/89 

08/17/89 

09/25/89 

10/13/89 

10/25/89 

11/02/89 

11/28/89 

01/31/90 

02/22/89 

03/01/89 

03/14/89 

04/04/89 

05/26/89 

04/24/89 

07/18/89 

10/30/89 

10/30/89 

10/30/89 

10/30/89 

10/30/89 

11/07/89 

11/15/89 

12/04/89 

12/14/89 

12/29/89 

12/29/89 

01/22/90 

01/31/90 

01/31/90 


AMOUNT 

$10,000.00 

$15,552.50 

$24,345.00 

$50,000.00 

$20,783.15 

$19,065.00 

$13,961.74 

$18,359.19 

$19,842.00 

$19,173.87 

$46,000.00 

$74,000.00 

$30,000.00 

$35,000.00 

$20,000.00 

$12,195.33 

$4,477.50 

$9,782.00 

$12,198.41 

$4,170.00 

$1,396.66 

$2,187.31 

$4,767.60 

$4,874.64 

$5,748.84 

$33,632.06 

$14,405.24 

$38,119.00 

$33,428.00 

$70,030.00 

$32,616.64 

$43,856.87 

$50,030.00 

$66,030.00 

$440,014.94 

$69,853.29 


$1,411,896.78 
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FOREIGN  PURCHASES  -         $1,411,896 

OTHER  DOMESTIC  -         $437,128 


COST  OF  GOODS  SOLD  ON  IRS  FORM  1120  $1,849,024 
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TIME  PERIOD:  FEBRUARY  1987  TO  JANUARY  1991 

$3,751,369  mS  Foreign  Purchases 

892,726  Customs  Value  (Same  Purchases) 

$2,858,643  Difference 

$2,858,643  x  27.5%  (Duty  Rate)  =  $786,126  Unpaid  Duty 
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Case  il 

The  importer  in  this  case  has  been  importing  children's 
clothing  and  occasionally  adult  wearing  apparel,  since  1984.  It 
purchases  some  of  its  merchandise  domestically  but  the  vast 
majority  come  from  suppliers  located  in  Taiwan  and  Thailand.  The 
importer  sells  primarily  to  wholesalers  at  a  mark  up  of  300  to  500 
percent  depending  on  the  merchandise  and  the  Juyer.  The  importer's 
gross  receipts  were  approximately  $2  million  per  year. 

Customs  audited  the  importer's  business  activity  covering  a 
four  year  period  from  February  1987  to  January  1991.  During  this 
period,  the  importer  filed  89  entries  with  Customs  at  one  district 
claiming  a  total  value  of  $892,726.  However,  the  Customs  audit 
disclosed  that  the  importer  had  booked  $3,751,369  for  costs 
associated  with  foreign  purchases  during  the  same  period,  a 
difference  of  $2,858,643.  Given  that  the  average  duty  rate  of  27.5 
percent  based  on  the  type  of  merchandise  imported  during  this 
period,  the  importer  underpaid  duty  during  that  period  by  $786,126. 
The  importer  also  underpaid  merchandise  processing  fees  by  $5,006, 
and  harbor  maintenance  fees  by  $1,096  for  a  total  underpayments  of 
duties  and  fees  of  $792,228. 

In  its  fiscal  year  February  1,  1989  to  January  31,  1990,  for 
example,  the  importer  filed  30  entries  with  Customs  for  merchandise 
purchased  from  five  overseas  suppliers.  The  total  value  claimed 
for  all  30  entries  was  $309,996.  Each  entry  had  attached  an 
invoice  supporting  the  value  claimed  for  that  entry.  However,  for 
that  same  year,  the  importer  claimed  $1,849,024  for  costs  of  goods 
sold  on  its  income  tax  return.  In  reconstructing  the  importer's 
books  and  records  used  to  support  that  costs  of  goods  sold  figure. 
Customs  auditors  established  that  the  costs  of  foreign  purchases 
totaled  $1,411,896.  Essentially,  the  auditors  examined  all  of  the 
importer's  payments  against  the  purchases  account  for  the  company's 
fiscal  year  and  identified  those  payments  made  to  foreign  entities. 
During  this  process,  the  auditors  also  found  accounting  charges  to 
the  purchases  account  that  the  importer  could  not  explain  or 
support  as  being  domestic;  therefore,  the  accounting  charges  were 
treated  as  foreign  purchases  by  the  auditors. 

The  $1,411,896  is  the  total  of  35  payments  (via  checks, 
letters  of  credit,  wire  transfers,  and  one  cash  disbursement)  and 
two  accounting  charges  posted  to  the  purchases  account.  Generally, 
the  importer  maintained  no  records  that  would  enable  Customs  to 
determine  which  of  those  payments  covered  which  purchases  or  to 
determine  which  purchases  were  later  shipped  as  a  part  of  any  one 
of  the  30  entries  filed  by  the  importer.  It  is  also  not  clear  how 
the  amounts  on  the  invoices  presented  with  the  entry  documents. 
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which  only  add  up  to  a  total  of  $309,996,  were  derived.  It  would 
appear  that  the  invoices  were  intentionally  understated  due  to  the 
high  duty  rates  applicable  to  the  imported  merchandise. 

An  additional  beneficial  outcome  of  this  audit  is  that  the 
Customs  auditors  were  able  to  determine  that  the  costs  of  goods 
sold  claimed  by  the  importer  for  two  of  the  years  covered  by  the 
audit  were  erroneously  overstated  as  a  result  of  recording  $135,819 
of  ($40,025  and  $95,794  for  FY  1988  and  1989  respectively) 
purchases  twice.  This  discovery  will  result  in  the  importer  paying 
additional  federal  and  state  income  taxes  for  those  two  years. 

Customs  also  intends  to  levy  penalties  against  this  importer 
in  the  amount  of  $3,163,740  for  false  statements  made  on  a  Customs 
documents  regarding  costs  associated  with  imports. 
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FY  1989  ENTRIES 


Entar«d 

V«lu« 

Duty 

eo.783.00 

$6,145.74 

t      $13,962.00 

$3,660.92 

J12.213.00 

$3.17036 

►        «2.127.00 

$361.59 

t6.S8t00 

(2.238.77 

«3.9fiaO0 

(673.20 

$196.00 

(33.66 

tX20M 

(2040 

(4.200.00 

(714.00 

(1^40.00 

(12S.28 

«1.440J» 

(12334 

$3,373.00 

(1 .025.39 

t33.632J0 

(10,262.^ 

S22S.00 

(38.25 

$4,448.00 

(994.72 

«3a,11W0 

-(12.122.88 

(33.429.00 

:     (9.232.22 

Suppfler 


(237X0 


(31.16 


(3.29000 

(987X0 

(32.504.00 

(8771X0 

(3.209A) 

(839.00 

(1^26087- 

(72QlO0 

(43J97U)0   • 

(11,968.29 

(7.829.00 

(1,385.73 

(871X0 

(154.17 

(S.70S.00  - 

(96935  - 

$8000 

(6X8 

$2,437.00 

(687.83 

$2,437X0 

(414.29 

i           $527X0 

(89.^ 

(70O00 

(0X0- 

k        (7,231.00 

(1,229.27 

(1.007.00 

(214X7 

1       (15.926.00 

(4.237.78 

$309,996.00 

$83,411.29 

Invoica 
Number 

681230 

890128 

89022S 

6.,vk3l27 

890419 

01/89 

005/89 

004/89 

COC-003 

M8K-COC89A}9 

COC  004/89 

690601 

760917 

003^9 

780950 

780993 

781069 

003/89 

004/89 

Ot/89 

002/89 

890731 

781180 

IQ  247/89 

IQ249n9 

IQ2S<y89 

780817    " 

IGS72/89(A} 

Kj372/B9(B) 

TC8907  - 

8910(A) 

IG  248/89 

IG  248/89 

GC1204 

TX:8909 

TC8908 

GC1222 

781948 


(43J96X7  LC 
(7329.40 

(87084  LCI 
(S.70S.OO  1C< 

$8000 

(2.437J2  LC( 

(2,43732  tC( 

(52630  ~ 

(70O00  xrr 

(7,231.00  TTT 
(1X07.00 
(15.92530 
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ri'  1969  FORQQN  PURCHASES 


CHECK  NO.       DATE 


OeSCfUPTKW 


AMOUNT 


NO# 

116S 
1169 
1171 
1173 
1174 
1177 
1178 
1181 
1187 
1197 
1201 
1202 
1204 
1210 
1223 
8587 
3535 
3619 
3660 
36^ 
368& 
5775 
-  3933 
3934 
3335 
3936 
3937 
3949 
3957 
3333 
4003 
4022 
4023 
40^ 


CASH 


oenema 

03/01/89 
0^14/89 
04/2S/89 
05/22«9 
05/26/89 
06/13/89 
06/14/89 
07/12/89 
0an7/89 
09/25/89 
1(yi3/89 
10/25/89 
11AJ2/89 
11/28/89 
01/31/90 
02/22/89 
03/01/89 
03/14/89 
04A>4/89 
05/26/89 
04/24/89 
07/18/89 
10/3(V89 
1030/89 
10/30/89 
10/30/89 
10/30/89 
1VD7/89 
11/15/89 
12/04/89- 
12/14/89 
12/29/89 
12/29/89 

01/22«0      

01/31/90     T  ADJ.  AAJBAL.  TO  T«  RETURN 
01/31«0       TORarOOQCTMEMO-CKG 


TOTAL 


no.ooaoo 

tt5JSS2JS0 
S2*,MS.OO 

sso.ooaoo 

«20.783.1S 
<19/)65.00 
«1 3,961.74 
UZflOQ.Q0 
n8,3S9.19 
S19.642.00 
$19,173.87 

»46.ooaoo 

S74.00a00 

oo.ooaoo 

$35,000X0 

$20.ooaoo 

$12,195^  UCI 
$4,477.50  TTTl 
$9,782.00  -  L/C  < 

$12,196.41  UC  i 
$4,170X0  UCt 
-$1.39&G6M 


» PURCHASE 


$4J67.60JPW^C»USEI 

PURCHASE  UCVM 

$5.74834  ..  PUOUSE  UCVm 
$33,632X6  PiSKMSEUCimt 
$14,405^  -  PURCHASE  I 
$38.i1«X0 
$33,428.00      UCt 


Total  posted  $165,647.83  ($69,853.29  ♦  $95,794.54)  <Jop(icate 
posting  fof  $95.79454  cti«C*:  #3933  (J4.767.60).  #3934  ($4674.64). 
#3936  ($33.53i06).  #3937  ($14,405.24).  afld  #3949  ($38.1 19) 
postod  as  $38,115. 


71-139  0-93-2 
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to  1.11/31/90 


Acct/Number    Acct/Titie 
--Date--  Src  Reter'E 


03/20/'?y 
04/04/89 
04/04/89 
04/07/39 
04/14/69 
04/17/39 
04/24/39 
04/25/39 
05/08/89 
05/09/89 
05/09/89 
05/22/89 
05/26/89 
05/28/89 
05/31/89 
05/31/89 
06/13/39 
06/14/89 
06/22/39 
07/12/89 
07/18/89 
07/20/89 
08/03/89 
08/10/89 
08/14/89 
08/17/89 
08/20/89 
08/22/89 
08/25/39 
08/28/39 
09/07/89 
09/07/89 
09/11/39 
09/18/39 
09/22/89 
09/25/89 
09/27/89 
09/27/89 
09/29/89 
10/02/89 
10/13/69 
10/16/89 
10/16/89 
10/25/89 
10/28/89 
10/30/89 
10/30/39 
10/30/89 


Curr.  Amt . 


Account 
Balance 


1, 500. 

858. 

12, 198. 

3,267. 

24,345. 

5,000. 

1,296. 

50,000. 

36,600. 

1.600. 

1,341. 

20,703. 

4,170. 

19,065. 

112. 

6,000. 

13,961. 

42,000. 

10,000. 

18,359. 

2,187. 

612. 

17.000. 

3,300. 

3,558. 

19,842. 

612  . 

8,000 

J30 

15.000 

20.000 

166 

19,000 

70.000 

35,000 

19,173 

275 

229 

170 

850 

46,000 

4,551 

2,316 

74,000 


00  y 

00  ^ 

iT  J 

50  / 
00^ 
00/ 

.66y 
.00/ 
.00  y 
.00  ^ 

.50  / 

.15/ 

.00/ 

.00/ 

.00/ 
.00/ 

.74/ 
.00/ 

.00^ 
.19/ 

.Slv' 

.00  ^ 
.00  / 

.00/ 
.00/ 

.00^ 
.00  -/ 
.OO'^ 

.00/ 

.00/ 

.  00^ 
.  00  ^ 

.00/ 
.00/ 
.00/ 

.87'' 
.52/ 
.44/ 
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~nrx 


TTTS 

INVOICE 


001 

TH 


COT    SHIRTS, 

ttlQi,2C.20 

THUMCINT 


pr 


OOQ 


MHP.OvKOT 
SAN 

cvo 


ITT 


Pt4YST     Cl»7 
227  KC 


MenCHANOiSE 

HARBOR    HAt 


NT 


pnocessiHC 

ENANCS    PEE 


CHTS*KM/CSt 

THUfClNTl 


ouo 


PK-Hoe  Pie, 

100  23 

T7  8AK' 
CVC 


pee 

rOPS,M/8  C)*T 

X^  002 

22  KG 


2S8e 
C*5 


223 
C6 


r^ESCHANCtS 
HARBOR    MAI 


^T 


PHOCeiSING 


BVS,TK    TP/ 

c5^<-*oi-cao    cvo 


6NAHC*   I 


D)» 


3^.«aOQOOZ 

i.zaooct 

«l7t 


?0.0OQO00X 
1.23000* 

.175 

.0<tS 


MCRCHANCISe 
HAfteOP     PA(M 

fiLGCK  S<J  SU 
CQUir^RVAU 
liERCHANOlSE 
HAHGOP    PA 


PPQCESSINC 
TENANCE    FE( 

MHAPT 
INC    DUTY 
PROCESSINC 

ENANCS    P£f 


FEE 


.0000003: 

t«23000t 
»<THllH4i7 
•  ITX 
.04« 


29»J7 

<,.06 


.40 
.80 


,2'> 

OS 


6« 


32 


33 


JKlBT/OIVf 
THUfCINTl 


ca 


oco 

HARSaO    NA- 

I.V. 

E.V. 


T.OTHCR.G 
-7  126| 

7TBAN 
GVO 


ceo 


tNVOICC  2 

s*  c 

90  00 

tlO  KC 


II 


IM 


ENANCE   fit 

134.00 


PEE 


a.Tooooax 

l.ZJOOOt 

.17« 

«04t 


1« 

.32 


43 

1.3^ 


50 


007 


OnCSSESt 
620«.JZ.3C 
tMUf<Cl«Tl 
Ci'il-^iOl- 


COTTONfOlMtRfC 

778*'r    ,   , 

Cv$Dj    D 


INVOICE       3 


]0    OCZ 


C*T    C    J36 


OCO 

MeaCHANOije  PROC 

HAflBOS    t*         


n 


EMI  El' 


720 
"5 


ol 


HrewANCE  FEE  ,,,   ,^ 

6NT«lr  cohtxnueo- 


12. 6000001 


l.23000« 
HUl*16 
.I7t 


.72 

.16 

.21 
.29 
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■  '-<^^r.  Erm^Yj'SUMrVIAHY^Sa^-.^^r^^.'l^'Sry^^ji 


a/z9/as 


©  ti^7n»  Coa. 


®' 


.o»fi 


.-;*w,..124 


®  ' 


@  C>W|  0«0r1ffn 


©L,« 


**  t— ""-^/aa/fl^ 


"5£E  cetaw 


a.    U^  Pan  e<  UntMling 


@«p»,«/28/e« 


.^.T^. 


a      MMtrfMQlv 


a-.©t"i 


IMC^EIS 


01 


K,® 


FY 


t  U-S.  CUSTOMS  USE  f" 


35 


TEH  NO. 
•Ti   : 
/NO. 

d: 


(,f''J9<^/o''77 


CHILDREN'S  T-SHIPT  . 

65*  POLYESTER  35%  COJTON, 

ITEM  NO.  TK  lOLL/'^'^''  Si 

TO  J.012 
pfiUc         TK1013 


(TOO  HUNDRED  JWDSEVEOTY  ONE  DOZEN  ONLY) 


36 


WVOtcSHO.  IG  249/89 


ORIGINAL 


JULY  21.    1989       / 


GIRL'S  SKIRT 


(NVOICtOF. 

CONSIGNED  TO^ 

SHIPPED  BY  THE  UNDERSIGNED  FROM  _ 

PERS.S. 


-/ 


JULY  28.  laag^ 


y:^:-^ 


SHIPPING 
MARKS  IiNOS. 


DESCRtPDONS 


r,^;.i;;jkMoOHr ' 


^ 


mm 

ITEM  NO. 
Q'TY"  :  ■ 
wC/NO. 


X     ^:?o^J:^^o9i)y      ^^. 


CAT.    34, 
GIRL'S  SKIRTS 

low  corroN,  woven 

ITEM  NO.  TB  5103 
ITEM  NO.  TB  5126 
rUM  NO.  TY  208 


17.64 
1,7.28 
14.40 


Z 


(FIFTY  DOZEN  ONLY) 


/ 


---■..? 


Tl: 


tB$ 


176.-40 
518.40 
144.00 


745SQ^jnS. 

^eVEN  HUNr«ED  FORTY  FIVE  SQUARE  METTRES  1 

(US  DOLLARS   EIGyi  HUNIKED  'I«IRTY  EIGHT  AND 


r-: 


ONLY) 


TOTAL  PACKED  IN 
TOTAL  NET  WEXGHT 
TOTAL  C3«0SS  HEIGHT 

L/C  NR.  6698  I»:  23-06-89 
ISSUED  BY  :^^^k 


■*ai'^.-M-r^- 


^vN^ 
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ORIGINAL 


•WWCSNO.      IG  250/89 


JULY  21.    1989 


GuTOLS'    DRESSES 


DEScapnoNS 


5:6 


^ci4^^0'^o:i    /•^• 


ITEM  ND.    :   TYOO: 
Q'TY   :  ^  DOZEU 
C/NO.   l-€ 
MUe  IN  ■■■i 


GIRLS'    CRESSES 
low  OCnTON,    WOVDJ 
ITEM  MD.  Tt  005 

(THIRnr  DOZEM  ONLY) 

1,137.00  SQ.   KTS.       / 

OME  raodSAND  OE  HUNERED  mERTlf  SEVEN  SQl^RE  MEIRS 

(U^IDLLRS  SEVEN  HUNE«ED  AND  TOENTY  ONLY) 

TOTAL  PACKED   IN 
TOTAL  NET  WEIGHT 
TOTAL  GROSS  HEIGHT 


L/C  NR.  6698  DP:  23-06-89 
ISSUED  BY 


a. 


A^^rr-ii   \r.t; 


■  ^-■i:U: 


Qy^r.  -^-/^^(^./.r 


T>C^ 
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Account 
Acct  No. Descrip Amount 

651          Inv  Change  ($368,586.00) 

653         Purchases  $2,049,110.70 

670          Duties  $150,099.78 

695         Freight  $18,373.68 

Total  $1.848.998.16  * 


Difference  of  $25.84  between  cost  of  goods  sold  figure  on 
1989  tax  return  and  above  G/L  accounts. 
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mzQ 


Meinjr  Pevrrujt  Sffv^CT 


1  ConwAUted  rrtum   |_J 

/•  P«nonalhohSr«co.  Q 

corp^u  Oefmea  m    ^  ~  * 
.     T««np  flegi.  »*c-T'  , ^  '. 


U.S.  Corporation  Income  Tax  Return 


'A. 


'/^.-.»3P. 


»  Initnictlom  art  Mparatc.  S««  p*l[«  1  for  Piprwort  RadiKtion  Act  Notlc*. 


Uu 
IRS 
hlxL 
Other. 

wiu. 

pl«U4 

print 
«ty|>e. 


xst»t»    CAR-RT-S0RT»«CR2b 


-     C  Check  •pol'CJbte  &a»«:  <!)[ 


BlLI  rmMin 


(3)  [_|  0<ng»  to  •ddren 


f//<$P/ 


•5#^ 


la  Groa  receipts  or  sales L 


J  b  Las  returns  lAd  lilowinccsL 


J |cW»- 


2 'i- C<Kt  of  goods  sold  and/or  operatiaru  (Schedule  A,  Erie  7)  

3  . 'Gross  profit  (line  lclessline2) 

4  Dividends  (Schedule  C,  line  19) 

:5     Interest     ....•.",'.. 

6  Gross  rents ..     .    .    .-  .    .■".-. 

7  -  Gross  royalties    ..'.'... 

8  Capital  gain  net  income  (attach  Schedule  D  (Form  1120)) 

■9     Net  gain  or  (loss)  from  Form  4797.  Part  II,  line  18  (attach  Fomi  4797) .    .     . 

10".  Other  income  (see  irutJTJCtions — attach  schedule) 

i  l' '  Total  income — Add  lines  3  throutih  10     ... ► 


>niyftSi 


/SC902V. 


^f.2-7f,Lf. 


:^^^2. 


3^.^ji'<$ 


12     Compensationof  officers  (Schedule  E,  line  4) 

13*  Salanes  and  wages   I          ^VZ/.C!        I  b  Less  jobs  ewditL 
Repairs  "   .  

15  Baddebts 

16  *  Rents'.    .'. 

17-  Taxes •:■.. 

18  --Interest     V: 


J  c  Balance  »- 


^i^OC 


i'r'/J?^ 


/i0  21 


.2JL12Z 


19 -Corttnbutions  («««  Instructions  for  10%  Umttatlon) 

20.1  Depredation  (attach  Form 4562) I  20 

Less  depreciation  ciaimed  on  Schedule  A  indebewttere  on  return.    .    LZli. 

22^:  Depletion  .,:.■ ■■.    ..'.........■.... 

23 -Advertising  •  .  ■.".'. 

24  ^Pension.  profH.sharing,  etc.  plans 

25  ~  EmpliSyee  benefit  programs  ; 

26  Other  deductions  (attach  schedule) 


4vyfi 


^//v 


<r2D 


27  Total  deductions — Add  lines  12  through  26  .    ' ^ 

28  Taxable  income  before  net  operating  loss  deduction  and  special  deductions  (line  1 1  less  line  27) 
Lets:  a  Net  operating  loss  deduction  (see  instnjctions) L22i. 

b  Special  deductions  (Schedule  C.  line  20) 1 29b 


Taxable  income — Line  28  less  fine  29c 
'ToUl  Ux  (Schedule  J.  line  10) 
-Fapii«sts:il9S8mcrpi;nc«tcn£t<dtol3t9  . 

1989  estimated  tax  payments    .    . 

Less  1989  refund  appTied  for  00  form  4466 

Tax  deposited  with  Form  7004 

Credit  from  regulated  Investment  companies  (attach  Form  2439)  . 

Credit  for  Federal  tax  on  fuels  (attach  Form  4136) .     .     . 
.  Enter  any  penalty  for  underpayment  of  estimated  tax — Oiedt  ►  U  H  Form  2220  is  attached 
-Taxdue-^lfthetotalof lines31and33islargerthanline32h.enteramountowed  .... 


Overpayment — If  line  32h  is  larger  than  the  total  of  lines  31  and  33,  enter  amount  overpaid  .     . 
Enter  immint  of  line  35  yog  wairt  Crt<lile<i  to  »30  trtnvited  tii  ► ^^^1        I  Kefonded^ 


IWT 


Please' 

Sign 

Here 


Paid 

Preparer's 
Ux  Only 


ijR»«  ot  pefjunf.  I  dectofe  that  1  hiv«  cxanuiwi  0 


n  aB  tftlonnatton  ol  wtucti  preparer  has  a 
Dale  r      Title 


-^\ 


Preparer's  ioa»\  tccurrty  number 


I  tell -employed  ^   J 


voun  H  »«M.**Tio4oy*<Jl 


-Je9- 


40 


t*i*:*?-^»*^*"« 


^?  1 1,  f,  ro_ 


4a 


y<;':7  A/t> 


10^,  S^^ 


1  Inventory  »t  beginning  of  )r«Br 

2  PurchasM 

3  Costoflabor 

4i  Additional  section  263Acoits  (see  lnstnj«ions — attach  schedule) 

b  Other  costs  (attach  schedule) 

5  Total— Add  lines  1  through  4b  ... 

6  Inventory  at  end  of  year 

7  Cost  of  goods  sold  and/or  operations — Une  5  less  line  6.  Enter  here  and  on  line  2,  page  1  , 
5a  Ch«k40tnethods  used  for  valuing  closing  Inventory: 

(')^S  Cost  (U)  D  Lower  of  cost  or  market  as  described  In  Regulationi  section  1 .47 1-4  ($*«  tnstructions) 
(I/y  U  Writedown  of  •subnorrTMl'  goods  as  described  in  Regutottons  secOon  1.47  l-2(c)  (see  instructions) 

(IvjD  Other  (Specify  method  us«d  and  attach  explanation.)  ►. 

b  Check  If  the  UFO  inv«ntory  method  was  adopted  this  tax  year  for  any  goods  Of  cJiecked,  attach  Form  970) D 

c  It  the  UFO  Inventory  method  was  used  for  this  tax  year,  enter  percentage  (or  amounts)  of  |  | 

closing  inventory  computed  under  LIFO I  8c 


/!ft^9  r):>U- 


i  Do  the  rules  of  section  263A  (with  respect  to  property  produced  Of  acouifBd  for  resale)  apply  »o  the  corporation?    .    .     □  Yes       D  No 
*  Was  there  any  change  In  detarmlning  quantities,  cost,  or  valuations  between  opening  and  closing  Inventoty?  It  "Yes,"  v^_^ 

attach  explanation DYes       iXNo 


^QQ^Q  Dividends  and  Special  Deductions  (See  Instructions.). 


"7^ 


1  Dividends  from  lec$-than-20%-own«d  domestic  corporations  that  are  subject  to  the 
70%  deduction  (other  than  debt-flnancad  stock)     . 

2  Dividerids  from  20%-or-more-owned  domestic  corporations  that  ire  subject  to  the 
80%  deduction  (other  than  debt-financed  stock) 

3  Divldendsondebt-financedstockofdome$tlcandforelgncorporatlofts(section246A) 

4  Dividend?  on  certain  preferred  stock  of  le$s-than-20%-owned  puMk:  utilities 

5  Dividends  on  certain  preferred  stock  of  20%4r-fnore-owned  public  utilities 

6  Dlvidtnds  from  Iess-th4n-20%-owned  foreign  corporetkxis  and  certain  FSCs  that 
are  subject  to  the  70%  deduction 

7  Dividends  from  20%.or-more-owned  foreign  corporations  and  certain  FS(^  ttut  are 
subjift  to  the  80%  deduction 

8  Dividends  ftoio  wholly  owned  lorel{n  sutoidltrie]  sulHect  to  tlx  100%  dedictioo  (lectloii  245(b)) 

9  Total — Add  lines  1  through  8.  See  instructions  for  limitation 

10  Dividends  from  domestic  corporations  received  by  a  small  business  Investment 
company  operating  under  the  Small  Business  Investment  Act  of  19SB     .... 

11  DlvldendsfromcertainFSCsthatBresubJecttothel00%deduction(sectk>n245(cXl)) 

12  DividiQdi  Iron  ilfiliitid  froup  mcmlitrs  iiblact  to  tlic  100%  dcductloi  (scclloo  24}(«)(3)) 

13  Other  dividends  from  foreign  corporations  not  Included  on  lines  3.  6.  7,  8,  or  II 

14  income  from  controlled  foreign  corporations  under  subpart  F  (attach  Forms  5471} 

15  Foreign  divMend  gross-up  (section  78) 

16  IC-DISC  and  former  DISC  dividends  not  included  on  lines  1, 2,  or  3  (section  246(d)) 

17  Other  dividends 

18  Deduction  for  dividends  paid  on  certain  preferred  stock  of  public  utilities(see  Instoicttons) 

19  Total  divWends — Add  lines  1  through  17.  Enter  here  and  on  line  4,  page  1.  ► 

20  Total  deductions— Add  lines  9. 10,  11. 12,  and  18.  Enter  here  and  on  line  29b,  page  1 ► 

^332^0  Compensation  of  Officers  (See  instructions  for  line  12,  page  1.) 

Complete  Schedule  E  only  If  total  receipts  Qine  la,  plus  lines  4  through  10.  of  page  1 ,  Form  1 120)  are  ^500.000  or  more. 


A 


<*)  N»me  e(  otfiwf 


(b)  Sod*)  tecurtly  number 


(eJPi 
wned 


joa    -x- 


rt  corpora  tM 


//   "»> 


2  To'al  C^mrMip^BfirNfi '>*o*"''*"^  

J  Less:  Compensation  of  oflicers  claimed  on  Schedule  A  and  elsewhere  on  feturrO 
4  Compensation  of  offlcere  deducted  on  line  12.  page  1     .     .    .  ^t^^.       


(f)  Amount  of  ooTipenutioii 


^¥^P(> 


CO 
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liflJlJ^flflJ      Tax  Computation 


1  Cfwck l( you  are  jmembei  Ola  controlled  jroup (we  «ctions  1561  arx)  1563) ►  Q 

2  If  th«  box  on  Una  1  Is  chiKktKl. 

'  a'  tniar  your  atiara  o(  the  S50.000  and  $25,000  taxable  Income  bracket  any>untj  On  thai  order): 

0)  \1 L_l       m[S l_J 

bEJlteryourshareofthe«dd[tional596ta«(nolloe«ceed$ll,750)  ►•       [l I | 

3  Income  tax  (tee  instructions  to  figure  the  tax).  Check  this  box  K  the  corporation  is  a  qualified  personal 
aarvica  corporation  (see  instructions)   ►   U 

4a  Foreign  tax  credit  (attach  Form  1118) 

b  Poti«sionj  tax  credit  (allach  Form  5735) 

c  Orphan  drug  credit  (attach  Form  6765) 

d  Cradrt  for  fuel   produced   from  a   noncooverrtional   source  (see 

Initructions) 

a  General  buslnasscredit.  Cntcr  here  and  check  whkh  forms  are  attached: 

D  Form  3800    D  Form  3468    DFoon5884 

D  Form  6478    D  Form  6765    D  Form  8585 

f  CftdltfOf  prior  year  minimum  tax  (attach  Form  8801) 


S   Total — Add  lines  4a  through  4f 


6  Una  3  (ess  line  5 

7  Per»or»l  holding  company  lax  (attach  Schedule  PH  (Form  1 120))    . 

8  Recapture  taxes.  Check  11  from;     D  Form  4255   D  Form  8611. 
9i  Attemallve  minimum  tax  (alloch  Form  4626) 

b  Environmental tax(attaclt  form  4626) 


10    Total  tax — Add  lines  6  through  9b.  Enter  here  and  on  line  31.  page  1 


Addtlonal  Information  (See  Instruction  F.) 
y,  lltfuioUMllitliiUilnstrKtkxusnclsliltllu 

(1)  BwlD^  Ktlvltr  code  w.  K 

(2)  Budiwa KtlvllT ► .  ^HO.U  ^Ai-^ 

(3)  fr(Akotx*n\»V ^pOfXLr.^mPJl^    J 

-I  (1)  DM  tW  corponlioo  It  ll»  eiKl  ol  IIk  tit  yc^^^uHyfci 
Mrutly.  50%  or  more  of  IIm  volmi  stock  ol  •  itomulic 
oorporitkxiT  (For  nilu  of  itlrlbution.  t«  MCtlu  2$7(c).) .  . 
If  "T«s."  ittKJi  I  uhtdule  sAowine.  (i)  rune,  iddren.  and 
idenlilyine  number  (t)  pernnla(e  owneii;  nd  (c)  taiaUe 
Iname  M  (k>ts)  belon  NOL  and  special  deductiona  of  nich 
corpontioe  lor  Ihi  lu  ytai  tndin{  wftli  or  arlUiia  tout  tax 
rur. 

(2)  DM  in;  lAdlvidul,  ptiliiersliip.  uiinralloa.  olitt.  M  tmsl  il 
tlM  ind  of  DM  tu  yeir  own.  dIrKlly  or  indhtctly,  S0%  or  oure 
of  ttie  corporitlon't  ntlO(  stodi?  (For  nilei  ol  itlrlbdioa.  at 
«diofl267(t).)l("Yei,"eora(il«le(i)lliro(i(li(c)  .  .  .  . 
(i)  Attich  I  Khedule  showint  nanie.  address,  and  ldtiilifylA{ 

number, 
(b)  f  otir  percintaii  owned  ►.,.    


(c)  Wis  thi  ownir  ol  inch  vollnj  slock  a  person  ottitr  thin  a 
U.{.  p«rton<  (S«f  inilruclions.)  Note:  //  T«.'M< 
mfortXm  mti  *««  /o  IM  htm  W2     .... 
H  "Yit,"  vilar  owner's  c 


unlry*' 


Wis  the  corporjtlon  i  Ui.  shsreftoldct  o(  my  eootrolW  fotiijn 

eorporitkinf  (S««  section! S5!  and 957.)       

II "Yn," ittKli  Form  5<71  lor  lach  iwli  corporation. 


At  any  line  duriat  ttx  lu  yur,  did  tlic  corporjtion  have  an  uilerest 
hi  or  I  signature  or  otb«(  totliority  over  i  ruuncial  tuoniit  in  a 
ioraifi  country  (acJi  is  •  took  KOont.  secmtlia  account,  oi 

oUiu  fluocial  aaxwoU' ... 

(Sm  iBstnictkx  F  and  fOlai  rcqgrremnts  lor  lora  IS  F  90-2M.) 
If  "Yo."  enlii  name  of  foreip  cmntry  ► 

Wu  Uk  cotporalion  tAc  (nnlor  of,  or  liMSfCfor  to.  a  torei|n  tniil 
that  iiisled  duruif  Um  curtenl  tu  year,  whether  or  oot  the 

corporation  has  any  benericial  intertst  in  it? 

II  -Tfei."  the  cmporalion  may  have  lo  We  formi  3M0, 3520  A.  or  926. 

Durl/i(  this  lu  yur,  did  the  corpoalloo  pay  dividends  (other  than 
stoch  dlndudi  and  dlstributiou  In  eichin{e  lor  stock)  in  aaa  ol 
the  corpontioo't  un«at  lad  icnmulattd  uralD(i  and  prolits7 

(S«uectionj301«d316.) 

If  "Tes,"  File  Foria  5452.  lithis  is  i  consolidalid  return,  answer 
here  lor  pttut  corporition  ind  on  Form  tSl.  Atfilialions  Schedule. 
lor  each  subsidiary. 

During  this  tax  year,  did  the  corporation  maintain  any  part  ol  its 

Kca<intln(/tai  racords  on  a  compuleil:ed  system? 

Check  method  of  accounting: 

(DnCash 

(2^^1ccniil 

(3)U<'">"(!P«(y>  *■ 

Check  this  bci  li  tha  corporation  issued  publicly  oHered  debt 

hittrunients  with  ongioal  issue  discount LJ 

II  so.  the  corporjiion  may  have  lo  file  form  8281. 

Enter  tha  amouni  oi  tai-eiempt  interest  received  or  aarued  during 

Ihe  lax  year  ►■  [| |__J 


^^^i 
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Case  #2 

This  importer  is  a  sole  proprietor  located  in  Southern 
California  and  he  imports  women's  apparel,  such  as  blouses,  pants 
and  playsuits,  from  one  "assembly"  operation  in  Mexico  (commonly 
referred  to  as  a  maquiladora)  for  resale  to  wholesalers  here  in 
the  United  States. 

At  the  time  of  entry,  the  importer  represented  to  Customs 
that  his  business  entailed  facilitating  the  assembly  of  wearing 
apparel  in  Mexico  for  a  number  of  wholesalers  here  in  the  United 
States.  Further,  he  represented  that  the  amounts  stated  on  the 
invoices  from  the  maquiladora  attached  to  the  entry  documents 
were  an  accurate  reflection  of  the  prices  paid  by  him  to  the 
purportedly  unrelated  maquiladora.   The  importer  filed 
approximately  350  entries  during  the  period  from  1986  to  1989 
claiming  a  total  value  of  $5,980,508  and  special  duty  free  status 
for  a  substantial  portion  of  that  value.   The  duty  free  claims 
were  based  on  certification  that  the  fabric  contained  in  the 
imported  garments  was  of  U.S.  origin  and  was  cut  here  in  the  U.S. 
for  assembly  in  Mexico. 

At  the  same  time,  the  importer  represented  to  the  IRS  that 
he  was  an  employee  of  the  maquiladora  and  earned  no  other  income 
outside  of  that  employment.   When  the  Customs  auditors  reviewed 
his  tax  returns  showing  the  relationship  with  the  maquiladora, 
they  began  to  question  the  value  claimed  by  the  importer  on  his 
entries.   Based  on  analysis  of  the  importer's  tax  returns  and 
bank  accounts,  and  Mexican  tax  data,  the  auditors  were  able  to 
establish  that  the  importer  and  the  maquiladora  were  related  as 
evidenced  by  salary  payments  to  him  by  the  Mexican  plant. 

As  the  Customs  auditors  attempted  to  reconstruct  the  actual 
business  practices  of  the  maquiladora  and  the  importer,  they 
discovered  that  the  importer's  many  bank  accounts  had  been  used 
for  both  business  and  personal  receipts  and  expenses,  that  he 
kept  no  other  books  and  records  other  than  incomplete  documents 
relating  to  these  bank  accounts,  and  that  some  portion  of  both 
the  personal  and  the  business  affairs  of  the  importer  were 
conducted  on  a  cash  basis.   Customs  was  also  able  to  establish 
that  a  substantial  amount  of  the  fabric  contained  in  the  imported 
merchandise  was  of  foreign  origin  and  had  been  cut  in  Mexico. 
Foreign  fabric  and  U.S.  fabric  cut  in  Mexico  are  not  eligible  for 
duty  free  status. 

Further,  the  audit  revealed  that  the  importer  prepared  the 
import  invoices  himself  and  undervalued  the  merchandise  by 
fabricating  the  prices.   Through  review  and  analysis  of  third 
party  invoices  and  other  accounting  records,  the  Customs  auditors 
were  able  to  establish  that  the  actual  value  of  the  entries  filed 
during  the  period  from  1986  to  1989  was  $8,086,551  and  that  the 
importer's  duty  free  claims  totaling  $3.9  million  for  U.S.  made 
components  were  invalid.   As  a  consequence  of  these  audit 
findings,  the  importer's  dutiable  value  was  increased  by 
$5,971,952  resulting  in  additional  duties  due  Customs  of 
$1,502,799. 

Customs  has  also  referred  this  case  to  IRS  for  their 
determination  whether  any  of  the  actual  gross  receipts  receive<3 
by  the  importer  from  its  U.S.  purchasers  was,  in  fact,  income  . 
taxable  in  the  United  States. 


43 


^jtuti'otni  Fon«f  ^OT  (03r 
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:c:z\:^zzzz   ftMS  belief  thct  the 


ISTED 


r^^SPpARE^WERE  ASSEMBLED  IN  WHOLE  OR  IN  PART  FROM  COMPONENTS  AS 
>-  AND  DESCRIBED  BELOW  WHICH  ARE  THE  PRODUCTS  OF  THE  UNITED  STATES. 

IN  ACCORDANCE  WITH  HEADNOTE  NO.  3  PART  IB  SCHEDULE  8  TARIFF 
SCHEDULES  OF  THE  UNITED  STATES. 

DESCRIPTION  OF  OPERATIONS  PERFORMED  ABROAD  ON  THE 
UNITED  STATES  COMPONENTS  INCLUDING  THE  ASSEMBLE 
AND  ALL  OTHER  COMPONENTS: 


REFER  TO  THE  BREAKDOWN  SHEET  ON  FILE 
WITH  UNITED  STATES  CUSTOMS  HOUSE 


LIST  AND  DESCRIPTION  OF  COMPONENTS: 

STYLE  QUANTITY   ARTICLE  CATEGORY  T.S.U.S.A   INV.#   PORT  OF  EXPORT 


760  BLOUSES   CAT  641  384.9115  CAL. 

1145  BLOUSES   CAT  341  384.4608  CAL. 

5550  BLOUSES   CAT  641  384.9115  CAL. 

1900  BLOUSES   CAT  641  384.9115  CAL. 

1400  SUN-SUIT  CAT  659  384.9310  CAL. 


o 


DATE:  03/Z7/B7  ,   SIBNATURE:, 

ADDRESS:  CAPACITY?/  GENERAL  MANAGER 

LIST  AND  DESCRIPTION  OF  COMPONENTS: 

STYLE  QUANTITY   ARTICLE  CATEGORY  T.S.U.S.A   INV.tt   PORT  OF  EXPORT 


o 


^^^  760  BLOUSES   CAT  641  384.9115  CAL. 

^■K  1145  BLOUSES   CAT  341  384.4608  CAL. 

l^ik  5550  BLOUSES   CAT  641  384.9115  CAL. 

^^^  1900  BLOUSES   CAT  641  384.9115  CAL. 

^■^  1400  SUN-SUIT  CAT  659  384.9310  CAL.  ^~ 

I  DECLARE  TO  THE  BEST  OF  MY  KNOWLEDGE  AND  BELIEF  THE  ABOVE  DBCLARAXiON  AN 
ANY  OTHER  INFORMATION  SUBMITTED  HEREWITH  OR  OTHERWISE  SUPPLIED  OR/REFEPR 
TO  IS  CORRECT  AND  THERE  HAS  BEEN  COMPLIANCE  WITH  ALL  PERTINENL-MEADNOJE^ 
OF  THE  TARIFF  SCHEDULES  OF  THE  UNITED  STATES  OF  AMERICA  (19  U.S.C.  120«t* 

V 


SIGNATURE:  DATE:     03/27 /B7 

T-ITLC     -     ,  . ADDRESS: 
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_   DECLARE  TO  THE  BEST  OF  MY  KNOWLEDGE  AND  BELIEF  THAT  THE 

;ING   APPAREL  WERE  ASSEMBLED  IN  WHOLE  OR  IN  PART  FROM  COMPONENTS  AS 
LibTED  AND  DESCRIBED  BELOW  WHICH  ARE  THE  PRODUCTS  OF  THE  UNITED  STATES. 

IN  ACCORDANCE  WITH  HEADNOTE  NO.  3  PART  IB  SCHEDULE  B  TARIFF 
SCHEDULES  OF  THE  UNITED  STATES. 

DESCRIPTION  OF  OPERATIONS  PERFORMED  ABROAD  ON  THE 
UNITED  ETATES  COMPONENTS  INCLUDING  THE  ASSEMBLE 
AND  Al  L  OTHER  COMPONENTS: 


REFER  TO  THE  BREAKDOWN  SHEET  ON  FILE 
WITH  UNITED  STATES  CUSTOMS  HOUSE 


LIST  AND  DESCRIPTION  OF  COMPONENTSi 

STYLE  QUANTITY   ARTICLE  CATEGORY  T.S.U-S.A   Ih4V.«   PORT  OF  EXPORT 


300  BLOUSES   CAT  641   384.9115  GAL. 

CAL. 

CAL. 

CAL. 

(       )  CAL. 


0 


DATE:  03/27/87  .  SIGNATURE:  - 

ADDRESS:  CAPACITY;   GENERAL  MANAGER 


LIST  AND  DESCRIPTION  OF  COMPONENTS; 

STYLE  QUANTITY   ARTICLE  CATEGORY  T.S.U.S.A   INV.«   PORT  OF  EXPORT 


300  BLOUSES   CAT  641   384.9115 


I  DECLARE  TO  THE  BEST  OF  MY  KNOWLEDGE  AND  BELIEF  THE  ABOpE  DECL^Rf 
ANY  OTHER  INFORMATION  SUBMITTED  HEREWITH  OR  OTHERWISE  SU^LIEp/OR< 
Tp  IS  CORRECT  AND-  THERE  HAS  BEEN  COMPLIANCE  WITH  ALL  PERlH<4ei^ 
THE  TARIFF  SCHEDULES  OF  THE  UNITED  STATES  OF  AMERICA  (19  U. 


u 


a r5;»MTw.RE r .  _     -      - date;  03/27/87 

■"T'  ^  - '  "  ADDRESS: 
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THE  IMPORTER  OF  THE  GOODS  COVERED  BY  THE  FOLLOWING 


INVOICES: 

STATE  THAT  I  DO  NOT  HAVE  ANY  KNOWLEDGE  REGARDING  THE  PRESENCE  OR  THE 

AMOUNT  OF  ANY  EXPORT  QUOTA  CHARGE  IN  THE  INVOICE  PRICE.  I  DID  NOT 

AND  WILL  NOT  PAY  ANY  ADDITIONAL  AMOUNT  OTHER  THAN  THE  INVOICE  PRICE  FOR 

THE  MERCHANDISE  WHICH  I  HAVE  BEEN  INVOICED. 


o 


SIGNATURE! 
TITLES 


DATES  03/27/87 
ADDRESSSs 


fSr 
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THE  IMPORTER  OF  THE  GOODS  COVERED  BY  THE  FOLLOWING 


INVOICES: 

3TATE  THAT  I  DO  NOT  HAVE  ANY  KNOWLEDGE  REGARDING  THE  PRESENCE  OR  THE 

\MOUMT  OF  ANY  EXPORT  QUOTA  CHARGE  IN  THE  INVOICE  PRICE.  I  DID  NOT 

^ND  WILL  NOT  PAY  ANY  ADDITIONAL  AMOUNT  OTHER  THAN  THE  INVOICE  PRICE  FOR 

THE  MERCHANDISE  WHICH  I  HAVE  BEEN  INVOICED. 


SIGNATURE: 
/   '\         TITLE: 


DATE:  03/27/87 
ADDRESS3: 


.«? 


i) 


NOMBHK  t 
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TSCEA  t 


DESCRIPCION         PRECIO 


1,500    CAT.3'»1 


o 


BLUSAS 


0.60 


900,00 


o 


HACEMOS  CONSTAH  CffSf.  ESTA  CARTA-FACTURA  SE  EXPIDE 

ONicftMEarrK  para  efecto  de  soucitar  el  sello  de- 
visas  TEXTHES.    ■ 


sob-total  90P.00 
rvA  ;_ 

TOTAL  900.00 


NOMBRE  > 
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FECHA      t 


CANTHUD 


DESCRIPCION  PRECIO 


TOTAL 


9000 


CAT  6^1 


.60 


5^00.00 


o 


o 


HACQOS  COTETAH  QUE  ESTA  CAHTA-FACTOTA  SB  EXPIDE 
tnaCAMENTE  PARA  ^'lOrm  DE  SOUCITAH  EL  SEILO  DE- 
VISAS  TEXTILES. 


MEMO-FACTURA  NUM. 


rcLi 


NOMBRB  > 


50 


FECHA   I 


CANTIDAS 


SSTILO 


DESCRIPCI(2»     PRECIO 


TOTAL 


liiOO 


CAT  659 


CAT  659  .60 


360.00 


3 


) 


HACEMOS  CONSTAH  qtlE  ESTA  CARTA-FACTTOA  SE  EXPIDE 
DKrCAMENTE  PARA  EFECTO  DE  SOLICTTAR  EL  SELLO  DE- 
VISAS  TEXTILES. 


MEHO-FACTTOA   NUM. 


5§^ 


# 


SUB-TOTAL' 

IVA 

TOTAL 


# 


360.00 
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^  1040    U.S.  Individual  Income  Tax  Return     U^OD   ,„ 


"•'■^  >^-\-  --^ftsi' 
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>— IO<0<tM# 


bttaa  w«w.w«wttu««>  ■■L»ii«i<c»«.tNw>.D.A>»t««»i^u«>M«wi«wn« 

•  ■ht»>«>«limH»«l»<|ll»HII«l«l«*wdl<BC»l»^  ««>«»«■»> 

liwii«.»ew  ji»  ii<i  LI  I*  liii  >iii.(»>«»t»»ajOe8«r— ««iir 

OTV^uj  I  luiiiiiiti  1.1    r  I  "1 

€  MiijiMiiiirtiniif  »tii«il»  — axOMffllti 

«  iwifcwi»«ii««e.&— — tmi .-..^.....^ 

Si    «i*li»c>*M»«i»>»3««.illili I  1.1     *■« 

M    l«<»»tU010l|»iliXiii»lim— O— dilw**"— »"»ipM» 

n  n   III!        »iiiirt>»i«>—ti«»8.tw»in«*c>in*f <  .  .  .  . 

M     Bair^lwiLOiidHlwDtfcTitlfcSlT^IWiMUKimrtoU  M  il  Hn 

»     MWllMl  il»wnpl4i«filllllill),W»— Kdt^—DHi—ttlU. 

-a  fmrnmnm  D^mWM • 


CnOs 


4t     CH1l«iW«w«li|iilHt »wiin>i>LlHiM>Mq 

pt»  «MK*ft*MI*« 

44     miMm4imm^Ahmr9mmm 

49  '  SiMKtSw44taiife*4QlbMr1kMMiKftilMllMiBanM9.  ■  •  •  •.^  ^_*.  •  • 

■  4«  fi»i«iig|Wii><»»aig -J**  I    Jtr^\ 

47    >Mi«iHiwniaOiillli«  QftMMei-  I      I  .  .-  I  _ 

riwMiw  riwiiiMi  n  w»nii>nftwiwi^'     •    .   ' 


slZ^j^l 


s.    ff.t^ 
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SCHCDUUSAUI 
(FwalOM) 


Schedule  A — itemized  Deductions 

(Tl1ll«i(l»h««U«» 

*•*"»*«»>«»  10*0.  ►■»««i  n  iLiiiiiiwti>i»Kii««Mt(r«.»ie«ov 


X    •    Oocton.  itudiU.  i«i 

yaipMlwMdUMritfiiMcara,itc 

k    TniM|iirHWi«iii<lii%lin 

«    OCwrffg    >irfal nm liin.i|^M.«.ikJ 
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Schedule  W 

(Form  1040) 


Deduction  for  a  Married  Couple 
When  Both  Work 
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Stepl     Figure  your  earned  Income 
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tamfcy  and  |riBi(ofl>ifflMW  capital 

tails)  van  Oia  dtanslBoi^  bwsM^  or 

icsnsinf  of  prapany  tliat  yas  craitod. 

Eamad  iBOBMa  doaa  not  ■Ncnoa* 


•  tta  a  foM  rttm^  and 
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had  aaRAdedoeaan  at  SU)00<fOTi 
I04Q.  lot  ^  Yoor  qoaOM  aamtd 
bMBRM  it  $17,000  ($20,000  adoaa 
$3.00mawd>auripoiBatlt$16jOOO 
($17X00  BdoM  $1X00).  r 


It  iats  than  yoara«  tha  daducflen  ii 
fivvad  on  yoQf  tpou9a*s  inconHL^ 
Tnefatora,  tht  daductfaio  Is  $1^00 
($16,000  xUO). 
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Computation  of  Foreign  Tax  Credit 
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Altemativo  Mlnlcmjm  Tax  Compotathm 
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Computation  of  Foreign  Tax  Credit 
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Case  #3 

The  importer  in  this  case  imports  boy's  and  men's  shirts 
targeted  for  the  14  to  21  year  old  range.  The  importer's  records 
reflect  that  it  buys  approximately  $10  Million  worth  of  merchandise 
annually  from  sources  in  India,  Nepal,  'Bangladesh,  and  Sri  Lanka 
for  resale  to  a  number  of  U.S.  retailers  ranging  from  exclusive 
stores  such  as  Bloomingdales  to  discount  stores  such  as  Ross 
Stores.  The  importer  has  gross  annual  receipts  of  approximately 
$19  Million  and  annual  profits  of  $3  Million. 

The  importer  conducts  all  of  its  overseas  purchasing  through 
its  Bombay,  India  office,  although  it  claims  that  it  uses  a  Hong 
Kong  company  owned  by  relatives  of  the  importer.  The  importer  is 
a  Subchapter  S  corporation  owned  by  two  brothers.  One  brother,  the 
President,  runs  the  Bombay  office  and  arranges  for  purchases  and 
production,  while  the  other  brother,  the  Executive  Vice  President, 
runs  the  U.S.  design  and  sales  operations. 

Because  the  importer  has  relatives  in  all  the  key  positions 
(the  controller  is  a  brother-in-law) ,  the  Customs  auditors  needed 
outside  verification  of  the  financial  statements.  Therefore,  the 
auditors  requested  a  copy  of  the  importer's  income  tax  return  for 
1985  to  assure  the  veracity  of  the  financial  information  provided. 

When  reviewing  the  importer's  tax  returns  for  the  tax  year 
1985  (the  importer  used  the  1984  tax  forms  for  its  1985  return) , 
Customs  auditors  identified  a  deduction  for  a  "purchase  commission" 
which  was  included  by  the  importer  as  one  of  its  cost  of  goods 
sold.  The  commission  was  $1.4  Million  for  tax  year  1985.  The 
auditors  found  that  the  commission  was  not  included  in  the  import 
values  reported  to  Customs  and  that  the  commission  was  paid  to  the 
Hong  Kong  company  owned  by  a  relative.  The  Hong  Kong  company  did 
not  provide  any  services  for  the  importer,  but  acted  as  an 
investment  company  for  the  importer's  family. 

The  auditors  determined  that  expenses  of  the  Bombay,  India 
office  were  also  deducted  on  the  income  tax  return.  The  Bombay 
office  performed  the  functions  that  the  importer  attributed  to  the 
Hong  Kong  Company.  We  found  no  communications  regarding  purchases 
or  imports  between  the  importer  and  its  Hong  Kong  office.  In  fact, 
all  Telex  communications,  including  purchase  requests,  were  sent 
directly  to  the  Bombay  office,  which  placed  the  orders  and  arranged 
for  production. 

The  Bombay  costs  for  1985  totaled  $65,600.  Salaries  for  the 
six  Bombay  employees  totaled  only  $6,400  for  1985,  because  wages 
are  very  low  in  India.  The  other  Bombay  costs  were:  Purchase  of 
Auto  ($47,300),  Auto  Expense  ($3,835),  Travel  Expense  ($4,188),  and 
miscellaneous  costs  ($3,877). 

Since  the  payments  made  to  the  Hong  Kong  company  had  nothing 
to  do  with  the  importer's  business,  they  were  properly  omitted  from 
the  value  of  the  imported  goods.  On  the  other  hand,  there  appeared 
to  be  no  legitimate  basis  for  the  importer  to  have  claimed  those 
payments  as  a  tax  deduction.  Therefore,  Customs  referred  this  case 
to  the  IRS  for  its  action. 
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U.S.  Income  Tax  Return  for  an  S  Corporation 

'U,r^t.f"»t  ••■'Vf.v'.  i../...,i»»4..«<'»c...y.C.r.  ..3j..n?.r. 
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1184^^:^;-- 


2  Cost  of  gooes  loia  «nc)/or  operiiions  (Sch«dule  A.  lint  7) 

3  Gross  piolit  iSuMrjc!lin«2tromline  Ic)       

4  Nonqualifying  lolerest  «nd  nonqualifying drvidends 

5  Gross  rtnts 

<  Cross  royilles 

7  Net  gam  or  (loss)  from  Form  4797.  line  l*(j),  P»rt  ir 

8  Other  income  (see  mstructions—ittjch  schedule) 


l9   I  o'^  Hoi. 


n  i^1w»io\ 


T.  ^lC>3t3\ 


/7J  99>^ 


TOTAL  income  (loss) — Comiiine  lines  3  through  Band  enter  her^ » 


10  Compensation  of  officers 

11  (  Saliriu  >n«  wi£(i  ...'/V^.O^.'S *  Uu lOti cri^il 

12  Repairs '...•... 


13  Bad  debts  (see  instructions)  . 

14  Rents 


IPS  l->3 


16a' 


16b! 


'     J 


15  Taies   

16  1  Total  deductible  interest  expense  not  claimed  elsewhere  on  return 

(see  instrL-ctionj) 

b  Interest  expense  required  to  be  passed  through  to  shareholders  on 

Schedules  K  and  Kl.  lines  15a(2)  and  15a(3) 

e  Subtract  line  16b  from  line  16a 

17  »  Depreciation  from  Form  4562  (anach  Form  4562) 1 17a  I       9J.Vg9  I 

b  Depreciation  claimed  on  Schedule  A  and  elsewhere  on  return     .     .     1 17b  I I 

c   Subtract  line  17b  from  line  17a 

IB  Depletion  (Do  net  deduct  ell  and  gas  depletion.  See  instructions) 

19  Advertising 

20  Penjion.  profit-sharing,  etc.  plans 

21  Employee  benefit  programs 

22  Other  deductions  (attach  schedule) 

23  TOTAL  deductions — Add  lines  10  t^rough  22  and  enter  here .    .    .> 


24  Ordinary  income  floss) — Subtract  line  23  from  line  9 2*\l    lli^9l~} 


n:^^o\ 


Us. 


f>7?  (i,3s  I 


S<^  I  <-'OC 


'/v7  C7C 


//   T''-^ 


^1  S-)  I 


<rn  IS.  o 


/??   ?70 


/?  ^Si~.\ 


I    O/P. 'T. 


23  i   3  S"t,  O  irJ  f 


:< 


KD 


=© 


Excess  net  passive  income  tai  (attach  schedule) ^^* 

b    TaifromScheduleD{Formll20S).  PirtlV,    .    .    .    .  "l    .    .    I?5b 

c    Add  lines  2Sa  and  2Sb 

Payments:  <'' 


•     Tai  deposited  with  Form  7004  .    , -r  .^.  \.  '.J  •  )  ■    \- V    •    [^ 
b     CredilforFederaltaionpsolineal^sp«cialfu'els(attachFsnfl.4r36)    lifi 

e     Add  lines  26a  and  26b  ^  .~N.  V  y,.  "v  \  \ 

'  TAX  DUE  (Subtract  line  26<frvhJ»ne  25c):  ^VisfTuctions  for  PayingtheTu. ► 

OVERPAYMENT  (sub"»ct  lirt'^Sc>vrT,i,nt-26cl 


f<m   1120S    <1M<J 
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Cost  of  Goods  Sold  »nd/or  Operations  (Sec  instructions  for  Schedule  A) 


ifc'^/.q"^? 


?    7v7g^7 


'r.r9ic^,->r 


j;jofe,  jr'^  f  ■^  (£) 


/.  9  fe  /,  fe  7r'i 

7.  u?vvj°i       .^ 


1  :r<yentory  at  beginning  o(  year 

2  Purchases      

3  Cost  o(  labor 

*    Other  costs  (attach  scheflule) 

5  Total— Add  lines  1  through  4 

6  ln»eniory  atendo'year 

7  Cost  of  goods  sold  and/or  operations-^SuMract  luy^  l^ga  line  5  Enter  here  and  on  line  2,  page  1  . 

8  (a)  Check  all  methods  used  for  valuing  closing  invantory:   **       •         '"   *^^^ 

(I)      n   Cost 

fii;     B   Lower  of  cost  or  market  as  described  in  Regulatioru  section  1.471-4  (see  instructions) 

(ii:)    D  Writedown  of  ■•subnormal"  goods  as  described  m  Regulations  section  1 .47  l-2(c)  (see  instructions) 

(iv)    D  Other  (Specify  method  used  and  attach  explanation)   ^  

(b)  Check  if  the  Liro  inventory  method  was  adopted  this  tai  year  for  any  goods  (if  checked,  attach  Form  970) D 

(c)  If  the  LIFO  inventory  method  was  used  for  this  ta>  year,  enter  percentage  (or  amounts)  of  closing  inventory 

computed  under  UFO I»(0l 

(d)  If  you  are  engaged  in  manufacturing,  did  you  value  your  inventory  using  the  full  absorption  method  (Regula- 
tions section  I  471-11)? D  >'es       D   No 

(e)  Was  there  any  change  in  determining  quantities,  cost,  or  valuations  between  opening  and  closing  inventory?    .     .     .   □   Yes       £   No 
If  ••Yes."  attach  eislarat'^n 


Additional  Information  Required 


G    Did  you  at  the  end  of  the  tai  year  own.  directly  or  indirectly,  SOSt  or  more  of  the  voting  stock  of  a  domestic  corporation? 

(For  rules  of  attribution,  see  section  267(c) ) 

II  "Yes."  attach  a  schedule  showing 

(1 )  Name,  address,  and  employer  identification  number; 

(2)  Percentage  owned. 

(3)  Highest  amouni  owed  by  you  to  such  corporation  during  the  year;  and 

(4)  Highest  amount  owed  to  you  by  such  corporation  during  the  year. 

(Note:  For  purposes  of  C(3)  artO  G(4;.  "highest  amount  owed"  includes  loans  and  accounts  rtceivatle/pa/able ) 
W    Refer  to  the  listing  of  Business  Activity  Codes  and  state  your  principal 

Business  activity  ►    u/Hutf.;. /I  i.T 5<f  >.«.? :  Product  or  service  »■  ../j.P.P.f^.C.15.4- 

I     We'e  ycu  a  member  of  a  controlled  group  subject  to  the  provisions  of  section  1561? 

J     Did  you  claim  a  deduction  for  expenses  connected  with. 

(1)  Entenainment  facilities  (boat,  resort,  ranch,  etc.)? 

(2)  Living  accommodations  (except  for  employees  on  business)' 

(3)  Employees  attending  conventions  or  meetings  outside  the  North  American  area?  (See  section  274(h),) 

(*)     Employees' families  at  conventions  or  meetings' 

If  "Yes.'^  were  any  of  these  conventions  or  meetings  outside  the  North  American  area?  (See  section  274(h),)   .     .     . 

(5)  Employee  or  family  vacations  not  reported  on  Form  W-2' 

K    At  any  time  during  the  tax  year,  did  you  have  an  interest  in  or  a  signature  or  other  authority  over  a  bank  account,  aecurtties 

account,  or  other  financial  account  in  a  foreign  country?  (See  inst/uctioru  for  exceptions  and  filing  requirements  (or  form 


a ;w/,„. 


TO  F  90-22.1) 


M  "Yes. "  write  the  name  of  the  foreign  country  ► 

I    Were  you  the  grantor  of.  or  transferor  to.  a  foreign  trust  which  eiisted  during  the  current  \»x  year,  wtwther  or  not  you 

have  any  beneficial  interest  m  it?  If  ••Yes."  you  may  have  to  file  Forms  3520. 3520-A.  or  926 

M  During  this  tax  year  did  you  maintain  any  pan  of  your  accounting/tax  records  on  a  computeriied  system? 

N    Check  method  of  accounting   (1)D  Cash     (2)EAccrual    (3)  D  Other  (specify)  ► 

0   Check  this  box  if  the  S  corporation  has  filed  or  is  required  to  file  Form  8264.  Application  for  Registration  of  a  Tax 


Shelter 


.1  K,. 


I     jS| 
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SCHEDULE  OF  COMMISSION  STATEMENTS 
nSCAL  YEAR  1985 


MONTH 

YEAR 

DOLLAR   AMOUNT 

November 

1984 

$50,171.90 

1  December 

1984 

36,488.01 

January 

1985 

127,192.39 

February 

1985 

165,150.29 

March 

1985 

151,678.20 

April 

1985 

84,763.89 

May 

1985 

110,242.36 

June 

1985 

157,451.30 

July 

1985 

203,721.62 

August 

1985 

115,118.04 

September 

1985 

83,870.28 

October 

1985 

121,973.03 

TOTAL  COMMISSIONS 

$1,407,821.31 

NOTE: 

Total  commissions  for  November  1984  through  July  1985 
were  $1,086,859.96. 

Total  commissions  for  August  1985  through  October  1985 
were  $320,961.35. 

Both  these  figures  closely  approximate  general  ledger 
entries. 


Novecber  7,  1985 
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FOR 
OCTOBER  19S5 


To: 


NAhE 


lUIAL 

$50,073.90 

82,010.19 

63,276.00 

9.153.88 

60,62A.OO 

41,??4.CC 

52,424.75 

41,770.88 

170,355.15 

33,567.68 

16,650.00 

36,584.15 

17,700.00 

12,117.12 

15.450.00 

16,531.20 

6,000.00 

9,450.00 

6.395.40 

15,450.00 

5,070.00 


3\±  total 

Ccrrissicn  rata  « 
Cc:n7J.ssion  Total 


531 


3.50 
15^ 


^::i. 973.03 


Please  pay.  U.S.  Dollars  C-q  H'jr.drac  Ticsr.r.'  Cr.e 
Ihcjsar.d  Nine  Hiaiclred  Seventy  Three  cr.i  03  cents.     Tharic  Vou. 
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WIPW 
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SHIPPING    MARK 

DATE  Of  INVOICE 

1»t.JUlI.1985 

INVOICE  NUMBER 

«ni  r>  Tn 

- 

SHIPPED  IN  0000  ORDER  AND  CONDITION  PER 
iNvnirf  PfiR                                                         

liV,  fj.                         ^ 

L/C  i;ui  <^^^ 

DOCUMENTS   DHA'WN  THROUGH 


illi'/.i.  i 


77  Cdsrc --. 


t-i'^- 


DESCRIPTION  OF  GOODS 


us  S  SUXiX  C  4 


{•-I 


c,   'i^2       (loS 


G7CO  i>S, 


ACi   lIZ;UjiAliwi 


1 


K 


UOLLnh.: 


2,00 


13.5£0 
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13.634 
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Iwl  I  n[AS^ 


SPECIAL  CUSTOMS  IN  oi;e 


1  BBtUurnT  un 


EY    AIR    VIA    BKK 


•.O  NuMbC"^   ON 


-n — 


:/B5 


•Ti«.  ,...«...l 


OAiCiN  OP 


1^^^^^^ 


1CMW&  OF    iALC.  PAVWCNT.  ANQ  OifcCOu 


LETTER    OF   CREIDT 


;    fER    CNEE    ADDR  \      57CT\3 
CN    CTN5 


f--£N'S    READYMACE    GARMENTS    ] 
AS    PER       PURCHASE    ORDER 

NO  ^Km  &. 

STYLE    NO 


,     ( — I  If  thi  ptedwciio*  of  iKtM  leodi  to*«N«4  fy/niihint  |ooa»  of  wfncn  to  ifct  »»ll«i  19  a  .  oMuf*  •!<* ft  •«  tfi#*  w 
LJ  loou  •fti.xiini^  ...tj  ,ng  ilM  nlui  k  ool  mtlud.O  in  iftt  in.eitt  y.tt.cMt>  toi  (lll«»<  «»pUin  l»lo» 
»7.  DF.CIAOATION  or  STLLf  »/SMIf Pm  (0»  ACTN 


□  tr  ikiia  ■>•  lar  rauin.t 
bounlitiadowvtf  oron  lh« 
of iiBdi    I  ha««  rhtckttf  I 


ja  i>«is  t*AC(  roM  ccvT 


If  lh«  |oo4l  •»»• 


xIAIaoH  I 1^,1^,  ,o,,c»,., 

K.r  Bi.oitt         J.     (pjir.MMu^t  or  sni  1 
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KATNMANOU.     MffAL 


T«. 


B«^«^4 


0«N  lnwe««  N«. 


DATE 


fAC»'NC  LIST 


i.7a96> 


e 
9 
I 

a 

5 


$oa 


9X0. 


•Wji!*^  ia^,*^ 


5oa 


5oaa 


C«tu:(.i>*<i  •!  6«a«i 


7  BOtCJ 


3  BCXS 


^001 

soci 

>CC1 


50L.1 


>7^ 


y  V 


la  Ui:u 


0  C0=3 

1  aoi^ 


3  cn:^ 


3  Ca^IU 


03% 


0P5 

01/7 


CJ3 

CC4 


oco 


f.C.dJi 


(A) 


4 

4  UX^ 


OS? 
004 


0C5 

«;» 

006 

004 
GOV 


T-r.a  sC4;«aa  •-  67co  pm 


440    bo    JBD     ;iD    l«OM 


15D    |» 
I 
•6    (19    403 


20 

la 


1 


32% 

40 
£4 


t 


JO  ;4o> 

1474 


ao    .20  ■ 


22    i  ^  44 

(4    luo  US 

I 

^    LC  ICO 


132    ij4« 


U 


«    .576  • 

2?    ioo  • 


69    1200  UO  «0  <^  • 

I 

A3    200  ICO  40  <^  • 

eo  no  La>  30  :i6o  • 
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PrtLAflAHOf 


_(naffo ).d»cl»ro   ihni    ihe  articles  doscrlbad   below  end 


rcvorod    by    the   entry    to   «Mch    thla   declaration   relutc9   wear   subjectod 
to  aonuf octurln^    or   proc«asln«   operwtlon   In, and    /or    Incorporote   •oterlaia 
crl«ln.-itlr,«   In.    f^o    ror»l«n   oountrjr*   or  counties*    idectlfletf    bolo«.    1 
declare   that    the    :nfcpoation  aet   forth   in  thle  docluretion  ia  correct  and 
true  to  tno  bo-n   of  my   inforaatlon.   knovladc*  and   belof. 


(  country*  ) 

(  country*  ) 

(  country*  ) 

(  eountrj*  } 


ir«:<  c' 
je-t:ri- 


Doscrl 
of  ort 

Old    qu 


pllon 
icie 
ur.t  It  y 


Kanufacturlnc  and/or 
frecesalns   Operations 


Katerlala 


Deecrlptlcn  cf 
nanuf acturlng 
oni/or  proeesa- 
inc  operotiop*^ 
and  country*  of 
nftnufe^Crc  anc 
/cr  ^f'occasliv 


cr  Df 


Olrect 
costs  of 
»<-Tiuf  oc'.u- 
r.'  ng  and/cr 
p. occsein^ 
opero*. :  or." 


Cescrlptioo 
of  BOtori&l 
ond  country' 
of  prod'-cti- 


Cost  of 
vuluo  of 
eatcrl&l 


c:.::j:;  y„-^\ 


CA:.ir..:r:/T,  :^./ 
Mi.ii.:!  c/j'.fjivr/ 

.TiFAL, 


:c:;  y /,:■:(, ■■ 


L-SS  1.50 


!        (a/ 


:-S  C.70 


:ovr*.ry  or  cour.trlos   ».'-cn  usoi    in   thia  doclarotion  Inciudoo  lorrltorlos  cad 
rjular  pcsseasions   of   the  United   States. 
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Case  #4 


Two  domestic  businesses  were  involved  in  this  case,  both  owned 
and  operated  by  a  husband  and  wife.  One  business  acted  as  the 
importer  of  record  buying  health  and  beauty  products  from  a  foreign 
related  party  (agent)  for  resale  exclusively  to  the  other  business, 
a  wholesaler  of  these  health  and  beauty  products,  (i.e.  an  importer 
and  a  wholesaler.)  In  1989,  the  importer  reported  $57,726,237  in 
gross  receipts  and  $2,663,997  in  income. 

The  importer  purportedly  sourced  most  of  its  overseas 
purchases  through  its  agent  located  in  Hong  Kong.  The  agent  would, 
in  turn,  locate  manufacturers  in  a  number  of  countries  including 
Taiwan,  Hong  Kong,  and  Japan.  Generally,  the  agent  would  pay  the 
manufacturers  and  bill  the  importer  for  immediate  payment  through 
import  invoices  that  accompanied  product  shipments.  At  times,  the 
importer  would  contact  the  manufacturers  directly  and  arrange  for 
product  shipments.  In  such  instances,  the  import  invoices  would  be 
from  the  manufacturers  and  the  importer  would  pay  them  directly. 
Under  both  procedures,  the  price  on  the  import  invoice  did  not 
account  for  the  alleged  full  price  of  the  merchandise. 

Later,  in  most  cases,  the  agent  would  submit  a  supplemental 
invoice  for  the  difference  between  the  import  invoice  amount  and 
the  alleged  full  price  for  goods  previously  shipped  to  the 
importer.  These  "supplemental  amounts"  were  booked  by  the  importer 
to  a  loan  payable  account  and  payments  were  made  periodically 
against  the  account  balance.  As  of  December  31,  1990,  the 
importer's  books  showed  a  balance  due  to  the  agent  of  $28,280,419. 
Coincidentally,  for  the  same  time  period,  the  wholesaler  owed  the 
importer  $27,973,017  for  goods  received. 

The  supplemental  invoices  were  not  included  in  the  merchandise 
value  declared  to  Customs  at  the  time  of  importation.  Some  time 
after  the  fact,  the  importer  voluntarily  tendered  $2,229,522  to 
Customs  for  back  duties  and  fees  owed  based  on  these  undeclared 
supplemental  costs. 

In  reviewing  the  importer's  disclosure,  the  Customs  auditors 
requested  the  importer's  tax  returns  for  the  period  concerned.  The 
importer's  tax  return  for  1989,  one  of  the  years  covered  by  the 
importer's  disclosure,  showed  an  amount  of  $55,062,240  for  costs  of 
goods  sold.  This  figure  includes  the  amounts  shown  on  the  import 
invoices  and  the  supplemental  invoices. 

In  other  words,  the  importer  used  one  set  of  invoices  to 
support  its  claimed  value  for  Customs  purposes  and  both  sets  of 
invoices  to  support  its  claimed  cost  of  goods  sold  for  IRS  income 
tax  purposes.  Apparently,  from  a  Customs  perspective,  the  importer 
believed  that  a  disclosure  would  correct  the  problem  since  the 
value  for  Customs  purposes  would  equal  costs  of  goods  sold  reported 
to  IRS  on  its  income  tax  return. 


82 


On  the  other  hand,  if  the  import  invoices  represented  actual 
costs  and  the  supplemental  invoices  were  created  for  the  purpose  of 
increasing  cost  of  goods,  then  the  importer  would  owe  substantially 
more  IRS  taxes  than  Customs  duties  and  fees. 

Because  of  this  situation.  Customs  initiated  an  investigation 
of  the  supplemental  invoices.  During  the  course  of  this 
investigation,  Customs  determined  these  invoices  were  not  factual 
and  has,  therefore,  referred  the  case  to  the  IRS.  A  grand  jury 
investigation  is  currently  being  conducted. 
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.  ■  *  aV.';-'«^-V.  0€mRTUE^f^  of  tme  treasury  :."  :y'^-:^i*rf;i^#Aw  ENTRY- SUMMAHY- 

.'-  r  •  -  _  S..  "•*«    tMTTCD  SVkTCS  CUSTOMS  SCRWVX     cC^^-S^v   I t : L^ t 


'  ;.>>'if».«MrTU}5iArcs  CUSTOMS  scRwics: 


■-'«*«*^^ 


13S    CTN5 


CpEPMS,    LOTipNS,    OILS 

mi 


COSMETIC 
3304.39.0010 


31327 
C     503 


Merchandise 

Invoice  Ve 
0  0.00667 
Entered  Va 


Processing 

oe  OPY 
r  JPY 
ue  USD 


1535 
S3 


Block  39  Su 

Merchand 
Harbor  H 
Total 


ary  : 
ise  Process 
iiotenance 


4560000.00 
31327.20 
31327 


•49S 
501 


iLfiST    PRGE) 


53  .26 
.2.53 
£5.79 


M 


X.  U.S.  CUSTOMS  USE  J" 


■orD 

■ORDi 


'.3= 


©■^ 


E.    A«c«1MiadT 


a  t ty-in-t  act 
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I  NVO  I  C  E 


D&te  ^  June  12.    1989 


^ 


^ 


Sold  to   : 


Marks  &  Nos.  Quantity         Oescriptioa  of  Goods         Gait  price  Aaouot 


3KIN  CAEE  PEODOCTS  Per  pc. 


101 
MADE   IN  JAPAN         10.000  pes. 
C/Ho.  1  -  139 


35g.  §¥456.-  ¥4.560.000. 


TOTAL       :        10.000  pes.  F. 0.  B  TOKYO 


N.R.  ¥4.560.000.- 


"FEEIGHT  COLLECT 
"JAPANESE  ORIGIN 


Shipped  froi 


dated 
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P  ACK  I  NG   LIST 


Coosisaee 


/. 


Shipped  per 


froa 


sailing  oo  or  about  Jaoe  18.  1989 


'SKIN  CARE  PRODOCTS 


101 
MADE  IN  ^APAN 
C/No.  1  -  139 


Ueasare. 


Cartoa  No.  Description 


Quantity     G. ».     Cub.Ji. 


Ho.  1  -  138   :   138  cartons  :  eacli  carton  72  pes. 


1.104  kg    2.552 


Ho.  139 


35g      9.936  pes.   (§  8kg)  (@  0.01849) 
35g         64  pes.     7  kg    0.018 


TOTAL 


139  CARTONS 


10.000  Pes.  1.111  kg    2.570 
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RECeiVEO  kr  am  (Urrta-  Cr>_  fk.  1I|[  k  m  i  ir  ill  r-' 
M^OT  aMrf  BMiigiM  MkM  M^M  ■!■■  h*rw*^  ill  lia.  tW  Ci  III,  ar 
«^    i.MiMiH*)  ffr   nrtirt<«)    Mi4  M   ■■■!■■   t^  ««r«*   Ur^M   >■»■ 

I ar   My       i    |W«   M  CW    Ca^nar'a   a^tM    ^d/»r 

kr««  «r   IW   pliri   W   iilii 
U  4ctiT«rW  I 


HO       '      Nn  ^  Ui^^ 


ICS 


"FREIQ;IT    COLLECT" 
iunu.  NUMBER  orcornMOS 

OR  PACKAGED  (m  WOROS) 


FREIGHT  *  CHARGES 

ITEM    NO    6173-00 

C.A.F. 

B.A.F. 

DELIVERY    CHARGE 

CFS  CHARGE 


3NE  HUNDRED  &  THIRTY  NINE  (139)  CART^'NS 

ONLY 


2.496 
2.496 


S 166 4 00  n3 
65}  00  •/. 

«3;qo   RT 

$26ilQ  RT 
TOTAll 
J¥3.$70  RT 


J<8.911 


»414.34 

«269 . 32 

«7.49 

S65.15 

USS756.30 
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Tnistrativc  Ht5SA«e  UttUti-T  -  auts 

ttwl     —  

retry T  flMK     -^nxTtutt 

^-'  • 

SIKECTOur  iroT  WB  '  (HOUKT: 

■t^.  "  •  • 

s''BE*KCH/trTi    tSfr-IUPOUT    UETTEBS    OF    CRtOlT 


8»SED    OT 


4,560,000.03 


NUMBER 
fj    T 


NUMER; 


05/16/89 
0901 


AHOUMT:  I  4,360,000.00 

PLEASE  AOVXs'l  BEHEFICIAR'r'rHAT  WE  HAVE  ISSUED  OUR 
XRRCVOCAIL'^SaCunEttTARr  CRCOtT  AS  FaLXOWS 


:         lArb: 
CURR:  JAPANESE  YE:4 


L5TTER  QP  CRE9IT  NO. 
ISSUES  IN 


EXPIRES  JUH  15,  1989  AT/IN  JiO^^NVv^  ,^W^'^ 


APPLICANT: 


AHOUMT:        JPY4,5«&i^eQ0.00 

POUR  BILLION  PIVE  HUNDRED  SIXTY  THOUSAND  AND 
00/100  JAPANESE  YEN,  100  PERCENT  INVOICE  VALUE 

CREOIT  AV»ILASL£  WITH:  FSeSLY  NE00TIA3LE  AT  ANY  SANX 

SY:  NEGOTIATION,  AGAINST  PRESENTATION  OF  THE  DOCUMENTS  DETAILED 
HEREIN  AND  OF  YOUR  ORAFT(S)  AT  SIGHT  DRAWN  ONI 


PARTIAL  SHIPHENTSj  PROHIBITED 

TRANSHIPKENTS:  PROHIBITED 

SHIP'^EMT/DISPATCH  TACEM  IN  CHARSE  FRO«/ATi  FOB  CARRIER  ANY 

JAPANESE  HARBOR  NOT 


ir^tri«t'yeu5.M4^j«voict^  IH  oiisinal  and  pour  copies. 

.3-    PACKXMS    LIST    IN    MT«IHAL  AJULJaPR    COPJtS. 


AJI^UUR 


^/PPUCMU  COPY 
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Page   15 


Entry 


Description 


Document     Jl 


SAIiES    (CONTINDED) 


Amount 


138 

09-30-89 

INVOICE 

TO  §^ll| 

^m    01765 

D 

-90255 

40 

140 

09-30-89 

INVOICE 

TO  ^^^1 

■P  01766 

D 

-1469518 

80 

142 

10-31-89 

INVOICE 

TO  ^^H 

W       01767 

D 

-550837 

20 

144 

10-31-89 

INVOICE 

TO  ^^H 

mt      01768 

D 

-349507. 

20 

146 

10-31-89 

INVOICE 

TO  I^Bl 

Wt      01769 

D 

-1332392 

40 

148 

09-30-89 

INVOICE 

TO  «MH 

m       01770 

D 

-408558 

00 

150 

09-30-89 

INVOICE 

"^  V^P 

■r   01772 

D 

-360058 

00 

152 

10-31-89 

INVOICE 

TO  |SBB 

^   01773 

D 

-897843 

22 

154 

10-31-89 

INVOICE 

TO  ^^H 

^  01774 

D 

-603439 

20 

156 

10-31-89 

INVOICE 

TO  ^^H 

»  01775 

D 

-489388 

12 

158 

10-31-89 

INVOICE 

"^  I^^B 

V   01776 

D 

-218292 

40 

160 

10-31-89 

INVOICE 

TO  ^^H 

^  01777 

D 

-176260 

20 

162 

10-31-89 

INVOICE 

TO  ^^M 

Wf     01778 

D 

-154467 

00 

164 

10-31-89 

INVOICE 

TO  ^^H 

■r   01779 

O 

-152062 

60 

166 

10-31-89 

INVOICE 

TO  UIP 

W     01780 

0 

-90255 

40 

168 

10-31-89 

INVOICE 

TO  )■■■ 

^   01781 

D 

-88798 

80 

170 

11-30-89 

INVOICE 

TO  ^^H 

■   01782 

D 

-1621688 

00 

172 

11-30-89 

INVOICE 

TO  ^^H 

■   01783 

D 

-1174112 

00 

174 

11-30-89 

INVOICE 

TO  ^^^B 

■    01784 

D 

-812707 

20 

176 

11-30-89 

INVOICE 

TO  4^H 

^   01785 

D 

-563247.20 

178 

11-30-89 

INVOICE 

TO  «jBM 

1   01786 

D 

-2551825 

00 

180 

11-30-89 

INVOICE 

TO  ^^^H 

L   01787 

D 

-952443 

20 

182 

11-30-89 

INVOICE 

TO  ^^H 

'   01788 

D 

-603439 

20 

184 

11-30-89 

INVOICE 

TO  ^^M 

01789 

D 

-793572 

00 

186 

12-31-89 

INVOICE 

TO  ^^H 

*     01790 

D 

-1199296 

00 

188 

12-31-89 

INVOICE 

TO  l^^H 

r   01791 

D 

-1125600* 

00 

190 

12-31-89 

INVOICE 

TO  ^^H 

f     01792 

D 

-349507 

22 

192 

12-31-89 

INVOICE 

TO  I^^H 

f   01793 

D 

-574911 

.20 

194 

12-31-89 

INVOICE 

TO  ^^H 

f      01794 

D 

-279488 

80 

196 

12-31-89 

INVOICE 

TO  fl^H 

'-  01795 

D 

-179211 

.40 

198 

12-31-89 

INVOICE 

TO  ^^H 

1  01796 

D 

-184469 

.00 

200 

12-31-89 

INVOICE 

TO  ^^B 

■i   01797 

D 

-156644 

.60 

202 

12-31-89 

INVOICE 

TO  ^^H 

^  01798 

D 

-88543 

.20 

204 

12-31-89 

INVOICE 

TO  ^■■1 

W      01799 

0 

-1053754 

.00 

206 

12-31-89 

INVOICE 

TO  JHM| 

V  01800 

0 

-838375 

.00 

342 

03-31-89 

INVOICE 

TO^^^B 

■   01712 

0 

-1594700 

.00 

344 

09-30-89 

INVOICE 

TO^^HBI 

■   01771 

D- 

-128458 

.00 

904 

08-09-89 

RECEIVED 

101 

C 

-7697 

.00 

906 

12-31-89 

1989  RECEIPTS 

101 

C 

-191167 

.25 

910 

12-31-89 

RECEIVED 

410 

c 

-266900 

.00 

TOTALS  SALES 


-57726237.02   -57726237.0 


C510)  COST  OF  GOODS  SOLD 

12-31-88  BALANCE  FORWM^ 

207    01-31-89  INVOICE  FROM  ^HB   1410       E 

209    01-31-89  INVOICE  FROM  ^^^B   1411       E 

211    01-31-89  INVOICE  FROM  ^^^P    1412       E 


367978.58 

230157.51- 

394949.00 


0.0 


89 


12-31-89 

Entry 

Date 

Description 

Document 

Jl 

Amount 

COST  OF  GOODS  SOLD  (CONTINUED) 

213 

01-31-89 

INVOICE 

FROM  1 

i^Hi    1413 

E 

591048. 

68 

215 

02-28-89 

INVOICE 

FROM  1 

^pr   1414 

E 

403657. 

80 

.217 

02-28-89 

INVOICE 

FROM  1 

^^B     1415 

E 

253125. 

60 

219 

02-28-89 

INVOICE 

FROM  1 

(^■A    1416 

E 

97313. 

87 

221 

02-28-89 

INVOICE 

FROM  1 

H^M    1417 

E 

2237792. 

34 

223 

02-28-89 

INVOICE 

FROM  1 

^^V    1418 

E 

533589. 

00 

225 

03-31-89 

INVOICE 

FROM  1 

^^■^    1419 

E 

578301. 

78 

227 

03-31-89 

INVOICE 

FROMl 

^^B    1420 

E 

328146. 

60 

229 

03-31-89 

INVOICE 

FROMl 

BBI.    ^^^^ 

E 

1848444. 

95 

231 

04-30-89 

INVOICE 

FROM  ] 

^^^B   1422 

E 

416037. 

,38 

233 

04-30-89 

INVOICE 

FROM 

^^^P   1423 

E 

657926. 

,17 

235 

04-30-89 

INVOICE 

FROM 

^^B    1424 

E 

643474. 

,86 

237 

05-31-89 

INVOICE 

FROM 

^^V    1425 

E 

765599. 

.20 

239 

05-31-89 

INVOICE 

FROM  • 

^^K 

E 

979390, 

,99 

241 

05-31-89 

INVOICE 

FROM  ' 

^■V   1427 

E 

615129. 

.39 

243 

06-30-89 
07-30-89 
07-30-89 

INVOICE 
INVOICE 
INVOICE 

FROM  ' 
FROM  \ 
FROM,! 

^^K    1428 
I^^B    1429 
^^m           1430 

E 
E 
E 

677720. 

,76 

245 

/t^63423. 

.69 

247 

4^13iO; 

.40 

249 

07-30-89 

INVOICE 

FROM  1 

^^K    1431 

E 

264196. 

.80 

251 

07-30-89 

INVOICE 

FROM  ] 

^^H 

E 

215374. 

,80 

253 

07-30-89 

INVOICE 

FROM  ] 

^^F    1433 

E 

268096. 

.00 

255 

07-30-89 

INVOICE 

FROM  1 

^^H    1434 

E 

177025. 

,60 

257 

07-30-89 

INVOICE 

FROM  ! 

^^P    1435 

E 

185162. 

.40 

259 

07-30-89 

INVOICE 

FROM  ] 

IHr       ^^^^ 

E 

185824. 

.40 

261 

07-30-89 

INVOICE 

FROM  1 

^^B    1437 

E 

874999. 

.98 

263 

07-30-89 

INVOICE 

FROM  1 

^■■1    1438 

E 

486226*. 

.66 

265 

07-30-89 

INVOICE 

FROM  1 

^K^    1439 

E 

463698. 

.42 

267 

07-30-89 

INVOICE 

FROM  1 

^^H    1440 

E 

257799. 

.44 

269 

08-30-89 

INVOICE 

FROM  1 

^^B     1441 

E 

757688, 

.16 

271 

08-30-89 

INVOICE 

FROM  1 

I^^B 

E 

772447. 

.35 

273 

08-30-89 

INVOICE 

FROM  1 

^^M         1443 

E 

495617 

.47 

275 

08-30-89 

INVOICE 

FROM  ! 

i^B     ^^*^ 

E 

1317114, 

.46 

277 

08-30-89 

INVOICE 

FROM  1 

^^B     1445 

E 

322259 

.85 

279 

08-30-89 

INVOICE 

FROM  ; 

^^m          1446 

E 

250837 

.80 

281 

08-30-89 

INVOICE 

FROM  1 

^^B     1447 

E 

174067 

.40 

283 

08-30-89 

INVOICE 

FROM  I 

^^Kr    1448 

E 

725797 

,54 

285 

08-30-89 

INVOICE 

FROM  ! 

I^K'    1449 

E- 

708307 

.92 

287 

09-30-89 

INVOICE 

FROM  : 

^^P    1450 

E 

1737217 

.11 

289 

09-30-89 

INVOICE 

FROM  ; 

^^B     1451 

E 

826196 

.31 

291 

09-30-89 

INVOICE 

FROM  i 

^^P     1452 

E 

590770 

.16 

293 

09-30-89 

INVOICE 

FROM  : 

^^B    1453 

E 

277962 

.60 

295 

09-30-89 

INVOICE 

FROM  1 

^^B     1454 

E 

205541 

.00 

297 

09-30-89 

INVOICE 

FROM  ■ 

^^m          1455 

E 

775734 

.13 

299 

09-30-89 

INVOICE 

FROM  . 

^^H    1456 

E 

424508 

.07 

301 

10-30-89 

INVOICE 

FROM  ; 

^^^r    1457 

E 

629901 

.36 

303 

10-30-89 

INVOICE 

FROM  : 

^^V    1458 

E 

1419242 

.20 

305 

10-30-89 

INVOICE 

FROM  ! 

^^B     1459 

E 

1142108 

.67 

307 

10-30-89 

INVOICE 

FROM  1 

^^■l    1460 

E 

710792 

.64 

309 

10-30-89 

INVOICE 

FROM  1 

■pip    1461 

E 

499430 

.25 

«1% 
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*'j%miJti)fW^^ 


"*^^^'"' 


Entxy   Date 


311 
313 
315 
317 
319 
321 
323 
325 
327 
329 
331 
333 
335 
337 
339 
347 
348 
349 
358 
359 
360 
366 
367 
368 
383 
384 
385 
388 
417 
457 
458 
478 
493 
530 
532 
533 
741 
749 
768 
775 
813 
826 
860 
867 
869 
872 
874 
880 
882 


10-30-89 
10-30-89 
10-30-89 
10-30-89 
10-30-89 
11-30-89 
11-30-89 
11-30-89 
12-30-89 
12-30-89 
12-30-89 
12-30-89 
12-30-89 
12-30-89 
12-30-89 
01-23-89 
01-25-89 
02-24-89 
08-16-89 
09-28-89 
12-13-89 
01-23-89 
01-26-89 
01-26-89 
02-09-89 
03-10-89 
03-17-89 
03-02-89 
04-26-89 
05-05-89 
07-17-89 
10-06-89 
11-17-89 
03-29-89 
05-04-89 
05-22-89 
01-01-89 
07-21-89 
12-31-89 
12-31-89 
12-31-89 
07-05-89 
07-25-89 
01-01-89 
01-01-89 
01-01-89 
12-31-89 
04-11-89 
10-25-89 


Description 


INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
INVOICE  FROM 
LC 
LC 
LC 
L  C 
L  C 
L  C 

IBG  REBIT 
IBG  REBIT 
IBG  REBIT 
FBG  REBIT 


U.S.  CUSTOM  SERVICE 
CNVV86 


O.S.  CUSTOM  SERVICES 
REC'D  CUSTOMS  REF " 
REC'D  -  CUSTOMS  REF 
REC'D  -  CUSTOMS  RET 
GLOVE  DEPOSIT 


COGS  -  GLOVE 
REVERSE  88  GLOVE  PAY 
89  OID 
L 


GENERAL  LEDGER 
12-31-89 


Document  Jl 

GOODS  SOLD  ( 

1462  E 

1463  E 

1464  E 

1465  E 

1466  E 

1467  E 

1468  E 

1469  E 

1470  E 

1471  E 

1472  E 

1473  E 

1474  E 

1475  E 

1476  E 
100  A 
100  A 
100  A 
100  A 
100  A 

100  .  A 
103  A 
103  A 
103  A 
103  A 
103-1470  A 
103-1471  A 
103-1607  A 
103-1474  A 
103-1475  A 
103-1501  A 
103-XFER  A 
103-1778  A 
103  B 
103  B 
103  B 
125  C 
103-1504  C 
120  C 
200  C 
OID  C 

101  A 
103  C 
248  C 
248  C 
248  C 
248  C 
103  C 
103  C 


Amount 

CONTINUED ) 

274890.60 

198142.20 

768312.53 

617678.11 

1362786.48 

2167105.19 

1109993.22 

859879.93 

1081857.06 

1120154.32 

608873.98 

280819.80 

180488.80 

438104.48 

a42524_;J£ 

24085.74 ~ 

126195.71 

293689.76 

240000.00 

209703.54 

313657.80": 

222020-00 

100412-50J. 

222020.00 

12015.00 

19784*.  00 

3000.00 

2122.93 

6760.00 

6878.05 

6000.00 

1000.00 

381252.18 

-488.09 

-774.74 

-2000.94 

68000.00 

102000.00 

39962.00 

-435245.88 

-1886552.00 

3i573'. 

It 

1280000.00 

2022860.00 

2575334.61 

8365060.17- 

-608.83 

-117.00 


'S.-  Balance 


5t^ 
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mmammamm 

GENERAL  LEDGER 
12-31-89 


Entry 


Date 


Description 


Docmnent     Jl 


Amount 


COST   OF   GOODS    SOU)    (CONTINUED) 
884         12-05-89      RECEIVED  103  C  -2458.45 

908         01-01-89       1988    PAYMENT  248  C  -^OOQOOO.OO 


TOTALS    COST   OF    GOODS    SOLD 


S55p6^238.69         S55062;238.69 


(521) 


12-31-88 

369 

01-27-89 

373 

01-29-89 

375 

01-29-89 

376 

01-29-89 

413 

04-22-89 

414 

04-22-89 

439 

07-29-89 

444 

08-30-89 

445 

08-30-89 

451 

09-25-89 

452 

10-23-89 

475 

09-23-89 

492 

11-16-89 

499 

12-20-89 

737 

01-29-89 

DDES   AND   PUBLICATIONS 
BALANCE   FORWARD 


TOTALS   DDES   AND   PDBLICATIONS 


103-1469 

A 

29.75 

103-1566 

A 

22.95 

103-1569 

A 

1287.63 

103-1573 

A 

22.95 

103-1459 

A 

90.00 

103-1460 

A 

180.00 

103-1483 

A 

25.90 

103-1488 

A 

102.96 

103-1489 

A 

25.90 

103-1509 

A 

15.10 

103-1510 

A 

17.35 

103-1533 

A 

102.96 

103-1777 

A 

19.60 

103-1785 

A 

17.35 

103-1569 

C 

-1287.63 

§672.77 

$672.77 

(530) 


INTEREST  EXPENSE 


12-31-88 

BAIJ 

WCE    FORWARD 

0.0( 

399 

03-16-89 

jH 

^^■M^^^Hp 

KW/H 

103-1619 

A 

182992. 

.00 

400 

03-16-89 

■ 

^^^^^^^^^r 

(W/H 

103-1620 

A 

298334. 

,00 

727 

12-31-89 

■ 

IBHHJHSi 

210 

C 

94. 

.49 

729 

12-31-89 
12-31-89 

JB 

■■■■^■1 

a. 

210 
210 

C 

c 

132. 
2673. 

.66 

731 

^H^I^^^^^HI 

Bc^ 

,87 

733 

12-31-89 
12-31-89 

mn 

^^I^H^HiV 

■■ 

ACT 

210 
210 

c 
c 

2610. 
-16. 

.10 

735 

ADJ 

NOTES   PAY   TO 

.35 

777 

10-18-89 

IRS 

(INT   6/86) 

103-1751 

C. 

3958. 

.56  ^ 

779 

12-02-89 

IRS 

J  104  2) 

103-1761 

C 

23313. 

.5^ 

781 

12-27-89 

wm 

■(1042-88) 

103-1791 

C 

15003. 

.o(y 

783 

03-16-89 

JS 

P(W/H) 

103-1619 

c 

-182992. 

.00 

788 

03-16-89 

B 

W  (vm) 

103-1620 

c 

-298334. 

.00 

798 

02-01-89 
12-31-89 

■ 

■■■■v 

TIZE 

103-1485 
OID 

c 
c 

3204. 
464154. 

.00 

814 

89    OID    PD    &    AMOR 

.00 

820 

07-26-89 

INTEREST    PAID 

INT 

c 

522654, 

.16 

862 

05-05-89 

IRS 

(1042) 

103-1467 

c 

2624, 

.00 

864 

05-27-89 
01-01-89  1 

TOTALS    IN 

IRS 

(1042) 

103-1468 
248 

c 
c 

8696. 
103013 

.00 

871 

TEREJ 

■■■■■11 

■■ 

.39^ 

3T   EXPENSE 

$1152115 

.46            §1152115.'! 
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Uptmu  sffkU  ™o«ipl  wiU  be  ff»«»  upo"  c«m1|M  ef  l»T"~"« 
E.    &    O.    E. 
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,J^i120S 


\J.S.  Inoom*  Tax  Return  for  an  S  Corporation 

►  f>  riH***^  »t<ii^i  A«i  mow. «»«  Ht  I  ^  M»^w"liii>nwtrwi"i 


C*Ul»<«h>cH^»n(ytriMofttudn«MlnwmtMiatw>wMiMin««umf>iiratl«»»M>t«tiw«««w 


la  4(«BnaMi*Mil 


J_J»lM« 


im^iInmcmL 


1  C«ta(|ecdiMUtn0/o(a|»r«tle(u(Sah*4Ht*A,ln«7X    .    . 

]  Qreu  pfdkCMMracllInt  2  (nm  an*  Ic) 

4  N«ipin(orl«a}lf«inPorm47*7,ln«ll(M«li«tfudi««)    . 

I  CXfi«rlneDm«(M«lnftnict)ani— ittMtiKtwdU*) 

t  TtflincowwOow)    C««nbl<nUnw3.«,4fta5»«d«it»fh>f* 


J l«M» 


y.72fi.2TL 


g.'i.ni^y.akL 


y.^,^.wi 


iisis: 


7    Comptnutlon  o)  aMIUf*  . 
•«  S«t«r>M«nd«MfM  I 

t    M*p*H« 

10    BMUM(*MlnMiMeMn«}  , 
n    Rtnu 


'        '        kUH)e«*cr«dl    L 


il    T«»«i 

13    InufMt  (M*  MRruatara) 

14«  0*pr«elttion((SMnrarm4982)(iMlMtiictlam)    .    . 
k  0*pr«ci*tbn  rtportM  «n  SOM*ii  A  vri  M«wt«*i«  an  rttyra 
•  SuattKtliMl4b(ramliMl4« 


l.SQf 


l.X^g.U.' 


s^ 


0«pi«iie^(P«Ml4*«t«lailHtfpi4«»lMiM.SMlnMrwctign(,) 

Ad«wtiiln« 

Pantwft,  pr«m-thw1n|.  (ta.  pUnt 

CnptoyM  Mntflt  preiramt 

Othtr  dMuctlani  (tttMh  wh*4ul«) 

TotoidaAKtisw— A«4rinH7ttvM^19«nd«nltrtert > 

Ort.nirvlnoom«n<»u>fr«nW4Harbu»ln«utctMtl«-SubUictUn.20fwmlln>€    ■    ■    .    . 


Hi 

Ui- 

12. 
Jl 


ta    Tub 


UMl 


kTKrramSch«M«D(fann  11308) UILL 

iAddlln«22«widtt»(«Mlmtrwcl)MttariMltfMiit«M)    .... 
IS    PaymMitt: 

•  Tud«patiM<»Mir«nii7e04 tUti 

i CmlHioiftttnHuaHm\t(jlKMtkrwm*\H)    ,,.....  UUkI 
cMdlnaUiamtak 


14    T*a  4«« — 1(  llo*  22e  U  liit«r  ttun  lin*  33e,  tM  imsunl  OMd.  Im  Iftttruesoni  for  ^i^  the 
Tm 


tt    0»«fnywM«it— 4fUn*2i<lllln«rth»nl«)«Hc.tnHrMWBuntg<»fp«ld »   Itt 




iHj 

Jl 

iti  I 


11201  (iM») 


94 


2311'62 


QQQ^  Com  al  OmM  $«m  and/or  Op«fatt«ni  (S««  mttrueUent  for  $cti«M*  A.) 

}    W»wlD>y«tbnlwn><e(y«tf 

I   CMtellibor ^  .    .' 

bOttarcMteUtiKhteiMdkM} 

)   T«tot— AMIn«ltN«u|h4b 

I   lnv«Ms<y*t«n4ef)PMr 

;   CHt*(^aditaUatid/vsp*r«<ioni— •uMf«ctln««<romflm9.Cntirh*n«idenHMt,paf*l 
ta  OwckrfnMthodiuMdtartialuJncclealntlnwntMy: 

mO  Lp««fefc«Merina>WtwdMcXbidlnMifvMloniMCtlanl.471<4 

(Dp  wm*«e«nof"iytnwmal"tead*Md«cr4b*dlnlta(UttiBntMCtlenl.471-2(e) 

<MU  Otti»(tptOfyfmB»duwdid«tt»di«»plt«aUuiO>' 

I  Ch«ck  tMi  boi  If  th«  uro  lmw«sry  nwthsd  ini  idspttd  thi*  tn  ywr  f«r  any  pott  (If  ch«ci«tf ,  (tttcti  rerm  970) 
f  M  M  UFO  bNafltory  mfOM  WM  UMd  tor  tltt  tat  jwtr,  MMr  pfc«nm>  (er  •mouna}  ef  dedfif 
tMnMnrcoinputodundtrUro 


J3ll 


•";a 


jij 


<  Ot  OM  ntn  tf  MCMn  M3A(»«h  rwptet  to  pfOMrty  pnduet«  trie^iriftd  for  rtuli)  tpotr  <•  t)«  ewpMtienr 
■  Wh  thim  irv  cr«r«i  In  tftomMrv  quanttlM.  coiL  tr  vitiMtors  bttNMfl  a»*nlfl|  frri  eMWi|  bNiiMoryr 
t  "Yw."  ««Kh  awtowrtton. __«_ : 

WdHloMi  lrrform«tl«n  n»pfMt*4  (continued  fr«m  pagt  1} 


.Ort*    Sns 

.  D  Yti     CS  No 


DH  you  ■(  mt  MM  of  tlM  tto  yMr  e«m,  d1r*e«r  w  MMdly,  9(m  tr  mar*  at  Iht  vetlni  itoeli  ef  a  demMUe  eDrper*tl«nr 

Far  rutot  ef  atWbuttor,  aaa  taetton  2S7(c}.  if  "Yat,"  atudt  a  lehaduto  thwkir  (1)  nama,  MMma.  and  t«npie7«r 

WartfflcafSon  nvmbar  and  (2)  pafcantiii  9*nad* 

Mar  to  l>H  l(1jr«  ef  bualMts  aetMlv  eodai  (t  Iha  arid  ef  tha  Inrtrvcttoni  far  Fomi  U20$  and  ttow  ]reur  prindpau 

0)  |^Ma»ae*t^K.,1R«l«W»..?5»4* d)  Fiodadwianrtca^ ?S?i» 


:  Warayaua  wmffofacawtrafladrewpawttadtotnapfootoleniafaacttoo  1»»U 

.   Al  (Ay  tttna  dwrini  the  Ui  jwar,  did  )fou  ha»a  an  krlarafl  In  ar  a  %«tair«  ar  attiar  auttwrtty  rnr  a  flnanslil  tceouflt  In  a 

lDra%n  eau4ry  (Mch  M  •  baiA  aecMiA,  •ae;rttot  aeeeunt,  er  ottiar  flnancUJ  aeca<^)T  (Sat  kwtructtona  for  aa^rtloni 

and  fUnfraqulramanbfer  form  TO  F  90-22.1.)    . 

H"Yaa,*antorthaMm«eflhafort<r>eeun»y^.,  

4  W«f«  you  «>a  ptMoi  ef,  er  tmnafafor  to,  a  feraiin  Iniat  «Mch  eMad  durtni  the  currant  Ux  year,  wtiattwr  er  net  y«u 

h«vainy6*nafleiatinttTaatlnlt7lf"Yaa,"yeumayhavatof«aFarm3S20,382(M.er926 

I  Ou»1n|  thla  tax  yaar  did  yew  maintofn  any  part  ef  ywr  aeceunOm/tai  racerdi  en  a  ccmpwtntead  lyatawT      

I  Chad! maOwdeficceMntlit».(l) Death    ODQAemMl    (l)D Other (wedfy)^ 

'  Oieck  ti*  bw  H  the  t  cerperatton  ha«  Wad  or » faqutrad  to  Wto  Fem  M<4,  Appfleatton  fer  ftoglttialtoii  ef  i  Tai 

Ihattof >U 

I  Check tMtai It ltMaefpe(tttonla(uadpuMetraffaraddaMbttwnanti««hort0nelltaMd)K«urd ►O 

V  M.  tfw  cerperatton  nay  hava  to  tUa  rerw  Udl,  Morawtttn  Kattfn  far  n««Sdy  Ortored  (>rt|inal  laava  IWcaunt 

Inatfwnanti. 
I  If  the  cereentlon:  (1)  rued  Ito  atoctton  to  be  an  S  cerperaden  aftor  Dacamber  31. 1186.  (2)  wea  a  C  ceroeratlen  prior  to 

rruUni  th«  election,  and  (3)  al  Itia  b*Mrrint  of  dM  tox  yeer  hid  net  unrealind  bult-ln  pin  at  daflnaC  In  laeten 

1374<dXl).  enter  Ow  net  MveelHedbulfa  pin  pee  Imtfuetiena)  » 

letlgnatlen  ef  Tax  Mattan  Ptrian  (Sec  Inttrvetlecto.) 

nmbeiew  the  »narefteld*f<i«yfdu  the  tt»metltnparton{TMP)lwlha  tot  yaar  eftharanirn: 

iimaef           k  WarWl 

aairwtadTMPF 


•fofTMP  r   -*' 


ttl|nHce  TMP 


-^>N««- 
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rw~iiaai(i«M) 


a    Shifhalden'  Shirai  of  Intom*.  Cridltt,  D«durtlorn.  He.  ($M  Irmructloni.) 


JaJ. 


(a)  Ft«  nu  •fMPtttims 


(t)Jm<Mnn*\ll* 


In— K  (Lnt)  nut  O^iutitoin 


t     Ortflnaortneafn«OoM)ffomtrid*arb(JilnMt«ctMtlM(sv«  l,lni]l) 
IM  OroM  IneoMW  fram  rvntsl  r««l  Mtit*  (OMMi 

b  LMtav«ntM(ittKtiKft«0u)«}.    .    .4 .    .    .    . 

e  N«<  InewTM  (tan)  rrom  fwital  rail  Mtstt  letMtlM 
It   OrMilncemafrwnathvnmttltctMtiM I  l» 

k  Lm(  dp^fWM  (ttttdi  KhtdkO) ...    I  >b. 

c  Hti  fricofnc  0^")  f^ont  ottw^  nntJl  sctivKiti 
4     PiKtriMto  Income  poM): 

a  lntor«»t  (Acomt 

k  OMoenB  wc^fl^e ...t 

4   nOJFVty  tM4ftt#      ..I* 

*  Nt<(t<art-««rme«»talplnOeM)<Sch«tfvUO(renn  11208)). 

•  Ntt  bnt^rm  apftal  pin  OoM)  CM>«tfuM  0  (Form  lUOO) 
f  Otl<trportfonoln<»TM(loa)(«ttaeh*cft«dul«} 

I     N«tpliiOaM)undw(ntMnl231(«thwttitAdu«t«CMUlltyertfMfq(iMinttrvc««M) 

ff     OltMrlaMnM0««>(*<tKhMh«tuli) 

7     Ch«rNiW»<srrtr<tutloM<btt*e>iIliO 

•wtlpn  179  ««»<««  d«duc<i«n  («ttach  Form  4S62) . 


C)tp«nM*  filfttd  ts  pwtMa  hoom*  (1dm)  (ttUdi  Kfttduto)  (Mt  InrtuAem) 
OttMfd.diirtloim(ittMhKh.<iulol 


Cradlla 


lla  Cr«SI(er«leaMuMtfMlfuil(«ttKhFonn6470) 

b  La«^nconiahMakigcr*dn:(l)Freniptr1fNnNf«tBwMd)Mctien  420X3}  ippOM 

(2)0«wt>«ivikitllb(l) 

t  (}uUfMr«hrtaRMiM«ip«i«turMi«<«t«llorwiUlr«iJ«4aUiciMll«(«ttKhtdiaduli)  .    .    . 
d  Crbdni  (ethtr  tt»  eradtti  ihown  on  In**  lib  tnd  lie)  niMad  ta  rMtH  Nil  ««•  kIMOm 

(fttieh  tetaOtii) 

•  Cridltii«lit«dtoo0Mrr«ntiiacttvm«(i««ln«trvctleM)(«ttKh«dMdul() 

Xt     Cth«rcr»dtetnd«o«ndHMr«i(bttiehic*)«dut>) 


iim 


uisst 


lla 


Invaatnitnt  IMlfaat 


lla  Intaratt  tipanM  an  Imaitmait  daWi 

b  (1)  ln«KtntintlncamalneluMdaAllfMi4iOrDU^4faboya 
^t)  lii<wiliii«nt»p«nMi)ndudadanllr>t9obov» 


gpanwih 


A^lftiwnUandTnftataramaHawa 


i3L 


ijun 


iliiM 


7ii>,7fti 


14a  Aee«tant«d4apr«eMlon«frM(prapartyp(ae^ln«arvle«b«fsnl9«7 

b  Aocalflratetf  dapraoMhin  of  taaaad  pofaoiw  pf^pa/ty  piacad  in  no^ca  bafaca  Xiw/  . 

•  DafradaOana4uitmantonpivp«rt)rp(aeadlnMfvic««1tarI8W 

d  OafMlen(othartfMranaf<d|M) 

a  (1)  QroaalnconH  fvamon,  fi%  oc|aotnannalpfopaftii$  .    t   t    •    •    •    •    •    < 

(2)  Dadvwtlcniallaaablataal,  taa.aftaethamia<p>opartiaa 

f   OM>af  aaiuatmanti  and  ta»  prrfwanca  Rami  (a^^»c^  tehadufa) .^_. 


IIT 


ra^U 


roii? 


iiL 


Faralin  Tazai 

11^^^ 

IM 

a  Total  fonljn  tisi  (chacJi  ona):  ^  D  Paid     D  Accruad 

18a 

f  Raducbon  In  Uasmllibto  for  cradt  (attach  Khtdiia) 

Ui 

1  Otharforaltntaxlnfannatlonditx^tdiadull)    .    .  ' 

>H 

^, 

Otharllami 


I  id  I  n — 


It    Total  property  diivibutJeniOndudl[vc*th)othar  thin  dhrMandirapertad  en  Una  IB  balew   .    ,    , 
17     Oihar  Kami  and  imeuntt  not  Included  an  llnai  1  through  16  ibcva,  that  ar«  raqulrad  to  ba 

rapcrtwl  iipantily  to  iharaho'den  (ttlicli  Khadula). 
II     Total  dhndanc)  ewnbutloni  paw  from  accumvlatad  aamlnp  and  praflt*  contalnad  In  othtf 

f^U^n^da«mlngCln^^7.Sc^^d^^la^  .    .    .    .    , ■    . 
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23X144 

ttimHtttdtm 

m  ii-i* 

N»4 

I^Hpimiv'  Baltnc*  StiMU 

llf  KOKI  *  Ml  Hy 

twtttnrtii 

^            Ammi 

l«l           1           l>l 

(•1 

1 

i« 

VTE^ft^^]^ 

K» 

U.48& 

I  Tit*  wi>M  ■«  ■cwm*  >»c>MWt 

a  Uti«fl«iMne*tarfe«44M 


4  UJ. ttimiwrmn  ttlpBom 

I  T«»«Mni0iMu>tlM 

•  OtfwravTMK  UMti  («tt<ch  ielM*M) 

T  mwtf  rtimiaMin 

f  MartM*  «M  fM  nt*M  MiM 

•  OHMrMMfUMntidactiKfaauli) 
10  ■riMnpafldaOwrdMradieMMMtt 

■  UMMCwnuMMMsracMon     . 
11 


•  UHtecwii«MM<tpl«t>»n 
It  land  Owttf  air  imertallan) 
U  ktontfbtt  uaat*  (inorttaM  only) 

•  LtH  accwmwlitad  tinartlatlan 
14  Otharawah  (attach  KtiaMt) 

II  TtWaaaMi 

UaMIHIa*  and  MaralMMtn'  M«lty 

II  Aeeowiti  partMi 

17  llwUi|iMH<w.acndipl>*W«Xlia»nlywr 

IIOth«M)T«mliMHUa(Madtidiidiitt}.    . 

tv  LMfW  nofn  ihirthoWifi 

H  Ufflii^H*  nvtn.  tandi  PQHMi  In  4 

II  OiKvlibatlMCittadiaMHM}    .    ,    .    . 

llCipftilMDek 

UPiW-tagrcaenalMrpha 

M  AcoumuliM«#«eiMnti«eea«jnt  .    .    ,    . 

a  OtfNTtdlwtmaniiaeetvnt 

It  IharahaUan-  unMiriMM  iKaeia  fneom* 
pfvHouilr  tsnd 

!7  Othwr«Uln«4Mmlnp(iMlMtructiont).  . 
a<wk  iNi  bat  If  Iha  MfparailM  hM  wb- 
(hapMr  C  tamlm  Md  pfatlt*  al  tfi«  Ooa*  t/ 
trnmymi*  U  (w natueBwiii 

a  Tw  itWM<  ■^n^l  m  iiin  citm  —a  w 
IM  }<  imm  n.  otaMiw  aM  W  tai  Mndkifl  ■ 

SUitetrteftrMMryilKk 


lOTaWlablWanniiihifahoidifi'iwilh 


57.J70.^9 


ANaty«l«  «f  Acoimulatol  MlutliMRti  Ae«»unt  Othar  MlMtiMitti  Aecwmt.  anl  lliirtheltfart' 
UnllitrlbuUI  TauM  Ineani*  Prrrteutly  Tutd  (It  SchMult  L.  celimn  (c),  imounls  (or  ItrMi  24, 29.  er  26 
art  net  th«  l«m«  at  eorrtapendini  tmeuntt  on  lint  9  el  Sehtdult  M,  ttlMh  t  tehaduk  ttptoinlng  any 
dllfftwett.  SM  inttrvctlont.) 


1  ItltnetltMlWilniarytir . 

t  Ordlnanrincomtfrempafal.Rnttl  .    .    . 

1  OOiwaddHtoni 

4  Tettlafimatl.Z.tndS 

I  DMtflMdeflteffttrOiandMdanddlitrfeuUoni 

•  Lanlrampt|tl.lkta21 

7  OUMrraductioni 

I  Add  itntt  9. 6.  and  7 

t  l«ltncti1indaruiyMr>-«iMrtetl«n«8 


Jranvllm* 


in*Rp*c&l>4Si>  I 


97 


KHKOULE    K-1 


Shareholder's  Share  of  Income,  Credlta,  Daduetlona,  Etc. 

>■  t»*  M«v>1«  Initrvctlenv 
for  ultndar  jrMr  1M9  « tu  yu 
b^nirm       .......  H«9,«Bdindlni.^ -ig... 


CMIIta,|»4«4Ue 


111)89 


'  >*«"»*<  lUwwt  Urfk*  Cmttf  »»>tn  eefatfiUoH  Wt<  Ht  rMam  > 

any»««<^«>>«n»r »  

>llli«li»»»nyiMt«»>19W(itlmtfveaonHaf$cmdijl«K-l>        ► « 

I  VtnrKtU(irf«rwtildilnaom««rltwlir«9erM«nlkw  1. 2,  or  3.  mi  lUtwt  or  toqulrtd  by  ttM  earpontion  «rtv  10/32/M<  tiMCk 
4  tfiitr  Itw  dtt*  of  «*it  UB  or  teauMieR  In  »■  da««  uac*  en  Un«  1 . 1.  or  3  b*»ew. 


:  VtnrK<M()rf«r««ldilnaom««rltwlir«9erM«nlkw  1, 2,  or ).  mi  lUtwt  or  toqulrtd  by  th 
han  ►  n  if><«frt«flh*d>t«ef<»ituBantoumtl8Bln»id«t«iwe»onilf^  1,  t.  or  3  Mow. 


k  IM  M  *ic*i*  a>»«N««  0<  IfM  iterf /wr  «mouit(  to  «dUMM  IB  n«  Mrm /wortatf  art  tM  «a6MW(  X-J,  ^ 
Cautlaw  %Ayt»»iya/ie<^'itww<rtto»<yStftatfu<iy-jaafow«r<frt»tofBr»rM(tentrarnfcft»tfu»K-;«<)<^ 


(()  Pr«  rate  than  Hmh 


(«)  F«ni!040n*niiitv 
•m  iiMiit  bi  Mivaia  (k)  w 


I 


OHhsT  tMHM  (te)  tfaa  mit «  la*a 
ffl«laM.««vMtaMhrlitaiE.  . 
M  !■««■  (M  tm  fN  W  IMl  MM  MiMUB. 
*i|*liriM,MivMtiiti<iartiUil.  . 
mil— »■}*<■  iUMrwrtKadhOla.  ' 
l>iMuHi.»«l«*itfta«tirl«»wt.  . 
lOoaa): 


4     port  Mo  kioamaC 


k   DMdandi 


Na<ihert-tannejp(talplnOe«) 

N«l  lan|-tann  oapllal  ftin  <laai) 

0»mfi0ttk*i\ntmn*C'em'K'tt»chidi»dvl») 

N«l  Bin  (loM)  un^ar  M«tlon  1331  (»lh«r  tlwn  dua  to  eawafty  or 

OttiarlncomaCeM)C«M*c/i«cA«diM^ 

CrMfnUit  conMbwOni    tt>>*<«*a«ai* 

SactJefll7taxpanMdadudlenr««NA«o«iariu««> 

E]9ant«*r«latadt*partranalne«ma<la«)(Wt*dl«c^iadkM^    . 
Ottiarda*iett»ni^«tott>iart.di*> 


Wl.lg 


Ail 


-U6i2SL 


-13. 


iMCTralUBft 


laklihitltal 
tik.l.P«liinM4 

tdLlNrtigMi 

fck,0,lMl,«L(l)«rU) 

ldLB,llNl2.caL(r)«r(|) 

fria  M  VpMti  kt  ri  |W  MtoO 
MlJ(»lail4«ll 

llMSBNWttr'ilabMaM 
fbrkhMt'l^MatUOl). 


11a  Cratfttgr-kohduaadaifual 

k   law  HcDwi  >«aiin  c/Wlh  (I)  fraai  fmwnklpi  l»at»t>  Mrtlw  4t<IXt)  ioIIm 
(I}0««B«imkD]lt(ll 


lU 


KU 


12 


Qualflad  raniMntaUon  aipandKurai  raJatad  te  ranUI  rial  ««t(ta 

acthttttarattnAacfta^MW U^ 

CratfH (««tw than cr««t*  thewn ofllinn  1 1» and  lie) r«litad to 

'«nUlrtala(ta<aicUvtUta<'««»e'>ac'iatfiM; ^^b 

CradHi  ratitad  te  ethar  itnW  aetMllai  (Ma  Inatrvcdcna)  (ttltefi 

KhmMt) LUl 

Oth«rg»^Hnr>da»P«ndltura«C«tt«c/iK^art/<»; f  11 


rir«M7l.lnll 


l>tdiMMX.t(F«raliaS). 


IJi   Intaraal  t^anta  on  Invaatmanl  dtMt 

b   (1)  Inwa«tn«ntlneomalneludidorllnai4ithioi4h4f 

abe»a ,    ,    , 

(tl  liWMtniaiit  etpanaal  Int Kjdtd  on  lliw  I  gbeva  . 


Fm  ttU,  im  1 


iMSiinheidVilnilnetlM 
JjrjaailMfftl! 


'f**  Pap arwaH  itduotlan  Ast  Nalica,  taa  ttrm  iiku*  innrueuani. 


^"••uia  K-i  (faim  lltvi). iiaS 


98 


SCHEDULE    K-1 


■  lw»nii<Hr>»»<wti*f»ktC«nt>fyti«r»cwBef»tlBnnkdHiwtufn  ► 
e  «)Tto*i<Ufi«|hmttuiiinimtf  (mlr»>fvct)cn»>cf3ch»du<tK-» 
(DTyp»o>lBicrfi1tf  ► 

8  rt»>ih>f«neM«fie»Hf»de«<pof»tiweck«a»f  10/22/86, di«ckii«fi»D»^«"'»t'»«*»^*''°'''«^>'''^«»ap«'t««>itt 
iHrtBdiOwnwtMBfBf  }tW(i««lnrtructfc)rifafSdwdijl»K-n »■ 


t  Htny 


(er  wMdi  tncomt  or  loB  I*  riperttd  mi  Am  1, 2,  er  X  wu  st*rt«d  er  wqul/td  by  Qm  eorpenlien  inar  lC/22/a€,  dMch 
tnd«rrt>th»«Httef»tirtupofie<wlHtlwHntmdrtt«»tc«onlnil.2.iif3b«low. 


Ctirtign!  ^«»fla<>M<»ftoidte^»aMtfvctfan«»fW>*fll)»K-ife»fa»«wt»nlnfirTfefm«t<OTftoa^ 


(•)  Pr*  riU 


M  ^niiiy<e«tofi nlar 


1      0>AwTk(MM(lMi)lnaiitn*« 

H  uptoHi,  wt*  Ml  MM  iir  h  lln  t 
t     Nit  laeaM  Omi)  tw  wtii  ml  mIiU  MtMtei 

K  ilplaMi  Htir  Ml  MM  te  h  Km  t 
9     IWI*aM(tal)t«istlarralilsMUH. 

lti(»ic>Mi.MtirMiaMlgriilH( ► 

4     PoftreAonownt  (fOM)! 

■  IntWMt 

b  OMtfMdt  •*«..■•« 

«  RoyalUn 

i    Nitshort-t*nnc<pital|ilnOou} 
•    Ntt  lan|-tirm  c4i>iUI  gjin  Oou) 
f    Olhi(portfDtalneom«OMt)0r(<>cA«c'i«M»^ 
I     NctvlnOauJunilvMctlBnISSKattwrttanAiitouwtltyof 
th««) 

<  Otti(rlnesnM0ou}(kftaeAje/wArfi; 

7  CharttiUt  cant/lbuMm 

I  SKttenlTSeQtRMdMtuetlenrfnaeAMMM*; 

t  b|Mn»«ral(Mtopcrtfcitolneom(OoH)(kttKAKftfMlt; 

10  Othwdidudk)niWt«cA»ch«<irii> 


I  la  Cr*dltf«riieehelu*«4t«fu«l 
b   lM.kN«in«liMiln|cr«dll(i)FiMrt'tiimtlf)UiitkliMC<lMi42aKt)ippr« 

(DOUwtfiininlriUt<]) 

c   QiMllfM  r<h«U1ltitl«n  npandlliim  rataM  ta  rantil  rMl  Uttto 

•etIvKJM  (JlUcA  K/MrfuM; 

4   CrcdIU  (eth«  thin  cr«4IU  ihown  «n  llnM  1  lb ind  lie) nU\Mi  U 

rentsl  rwl  oUt*  •cUv<Uu  fvMcA  ichidiM) 
•   Crtdlti  r*i««*d  te  ottMr  r«nUI  adMUt*  <«M  Initmcttont)  (tttteh 

tehtdi^) 

12     Othtfcr«dlUindt«otcnittuf«i(itf»rt«eftirt/<e) 


falunWir^rBlndtai 
lir|iMMR'I<rmltaH>. 


)eie,Pa(l,lMt 

iek.t,P>tll,l>M4 

klirtrtLllMS 

Jet.0.lni9,cri.(r)erU 

SclD.lmi:.eaL(Dtr(£ 

fai  thtriMI  vi  IntmOta 
IvkMitiK-urenillltSX 

(Mr  ■  mlUb  h)  i<  rw  nm) 

hk./LUil4«ll 

!■  tti^ibiMin  Iwlinllim 
l«tcM*K-l(Fnll8S), 


tMtkintaMw'ilHtnttWw  ' 
ftrScMMK-Krinntira). 


13<    IntarMt  «ip«ni«  on  lnv«sbnant  d«bU 

b   (I)  Invcilnwnt Income  Irwludtd  on  lln*i4«(rirai«S4( 
•bow  ...  .    .    . 


(2)  Invilnxnt  aipimti  lnclud»d  an  llni  9  abex 


FMfn4tS2,liiil 


In  {hinhgldtr'i  lutructlstl 
jw  St  (»<«(«  H-lffmBlltro. 


I  A^i  iiulikr«.  •««  ruirnilZCStiiitiycilwtw* 


•_  _^    ..5rt»«ul«  K.l  (fafm  1 120S)  lfl» 


99 


Om»n\  - 


562 


Depreciation  and  Amortization 

^  AitMtHMtftmtoifMrrvBfm. 


0MIM«.li4«417| 


QQI  0*pr*cUtlon  (X/««  P»rt  HI  for  lirtomcb/ltt,  otrttln  othtr  vthidtt,  cavpvt9f$,  and  pmptrty  uattf  for  tntwttlnamnt, 
imentticn,  erynuttmtnt. ) 


1  Mutnum  dotaf  hiMjUoii      ••■ 

9TtamhoWaaitiyOTCtlonl7*|iro9<rtyt»tar«rK)uctlenkilkntaUon 

4  IMwctionlnliTitoUan(SuMractln«Sfr«nInt2.butdenaltntirlMfthwi-0-.)    .    . 
IDg«lfamH«<lonfcrtowir(a<i*i»rtlln«4<nHnanfl.b«tc)onctttrttfl«Bth«n-0-.). 


tip -OOP 


ltWiW9 


mo 


7  Urtid  pfBptfty~''€ntwnotfit  from  Irw  2fi  

•  T*nt*«MdadJcflen(EfinrUwlHMrof:(i)iMepliJilM7;er(6)Ut>«6.) 

•  TkaUtlncemalnil>tlon(tntarm«ltu«af:(i)T«abltlneaair,or(b)lq«S)(lMk«toncdana)  . 

10CirTy«v«re4()lnfiMNdd«duatta<irmnil9U(M*l(«truclteni).  

II  I«dianl79ap«nRdKJuctlon(tnt«UMluMro(:(i)llialplg«lln«10:ar(t))Bnt9.; ^ 

ltC«iTyevtfOfdlM<l<iw«dd«riucBonteX»0(Addlln«>l»ndX0,IWiln<».).     ■     »riiT 


i2±£:L': 


ffllMtii^      WO^nMkiMiMlta 


11  •«MrelO««rKMenSyit«n(aM)(iMlnrtvctlan():^MM(iptK^ 

tnttnteaONLYauritrntmcrmrb^nnlnahtaef 

■    1  jratr  pnipifty 

• 

k    B^^pniptrtif 

c    7if«»pfop«fty 

4    lOnmrpnfmtr 

1    ISittir  prepwty 

1    HMtNiitlti 'W1UI  praptfty 

ir.ir**- 

KH 

a /I 

IT.Irr«- 

m 

B/I 

ii.arr*. 

m 

I/I 

Il.lrn. 

HN 

1/1 

14  Attvnttivt  D«pr«d«tien  S^tam  ^OS)  <im  kniwi 

tHen):  FernutJokiMIn  unlet  ONLY iitilntimiyMrbH 

irwilnglnl9»9 

■    am  lift 

a/1 

b    12y««f 

ItT". 

S/L 

«     40-y«.r                                                          1 

♦Orri. 

NN 

1/1 

IS  Lbl<4  property — Cottr  imount  frc 
IS  GDS  ind  ADS  (Muctent  ror  MMt 

in\\tnt27 

IS 

50,526 

•  pllMd  In  Mrvkt  before  I38S(iM  InttrucUom) 

ir 

Sxllen  C— AC«3  ind/of  OfMf  D»prtlrttow 


17  Property  iub(»ct  to  Motion  188<fXl)«l*ctton(ii«ln*<rvctl«n*) . 
tS  ACfiS  inO/er  other  iJtpfecJelkin  (w  ln»tn;e<loni) 


It 


Sedlon  D »ummefy 


19  ToUl  (AM  dlductlona  on  tine  U  tnd  Hnes  13  thrcufh  18.)  Cnler  here  wid  en  the  approprlita  Ine  of 

your  t§tum(P»ftn««hlpt  end  Scorpontioni — »ee  inrtnjetionl  J ...     I  18 

10  For  (iteti  l^awn  (bove  ind  placed  in  itrvlce  dvr<n{  the  current  rtv.  •ntf  the  portion 

_   e*lhebeeliillrtbuteblitoterton2S3Aeoeti(ieeliiHniellor»i I  J0_ 

r*rPap(nirwkll«*KllenA«tNc«l<e,MepMt'l*l»ctcMr«<»li<*«retV«nc    - 


50,526 


■  ■mmiSS2iima" 


100 


fKw  <wa  (WW) 


rawTH 


iS£^ 


»lAmorttat)ontefiwwrtypl«a^ini»>fciwt>duf1<*t»yrbrtnnlni^»e9 


MTMrtid* 


llc«Ml|Mr 


«iA«wiUillw«)fi»raoirtvw«c«(llnitrfc«btf«iiaa9 ^ 


MTrtiLEfrt«r)>«f««ndfln-QthfD«fluelhiM-ofOUMrEiMrtifllniBH<iurfttum 


nWim    Uit«d  Pr«ptrty.— Aiitam«bll*t,  C«rtiln  Othtr  Vthldai,  C«mput«n,  wi^  ■ 
^^"^  R«er«atien,  orAmaMmtnt 


rap«rty  UMd  tar  Enttrtalnmtnt, 


ff/w  «i«  loA^m*  Mn««« /iMfM  nlf  «r  awue(*v  i«MeM  Mm  «p«iN4  eani^^ 


SieMen  «,  W«*c«an  C  Vl 


S«oaoiiA.— D«pt»cl«t>qii    (CmiaKK3tlnstnKtlem/«rMMhnhr»iHemabat$.) 


MOiiKr 
■■lrlli> 


,Am^- 


mSBm 


DuPHlBn 


aSU_ 


2S  Aopcty  uMd  mora  m«n  sow  M  •  en*  ar  t 

MOiMIL' 

Taxloua 

loo 

#ll.lll^ 

5).i26 

2tfmo»itrijna50%orl»alnatn€ierbi9iniu: 


UJl. 


27Talat<Ent«»wr*aTidangnaU,p*|«lJ LCJ-J^ 

MTrt«l(tM«rhw»»ndenln»r.DMtl.) 


^ 


S3. 


SWtlM  •.— -MWIOMlM  llt«V4U«  UM  of  V«MCiM>-ff >«>  flMIIKt  «PM«M  tor wMeiM.' 
•  ^<A)«/i  «pruMi  M  afcttan  tor  <Wlfcta  »Mi/ ^  «*(#  pnprMer,  pirtiw,  V  Otter 'mort  tte*  0M  OMr^^ 

weaantormoMwMeMi.  ^  .  _,  _  _  ^ 

W        .        ft)  (d  W  («)  (1) 


21  Total  btakaunlfidrlwndurinithcyMr 
(PO  NOT  kidwl*  eoratnuttni  mll«i)    .    . 

10  Tetileoa<fnuUn|mflt*drtvMdurin|th«/Mr 

11  ToUl   ethtr  panenti   (nanocnimutln|} 
milM  drtvan 

12  Total  mitt  drVtndurtnittwyMr  (Add 
linaa29thMU|>i31) 


U  Wu  tiw  «ahicM  twiliblt  for  parunil  um 
durti^ofMutylwuitr 

M  WU  M  vMdt  UMd  pnmirtir  by  ■  mon 
ttMnSHcwnarerriltbdptfwnf  .   ,    , 

IS  It  anetfiar  wMda  awflabla  for  panenai 
umt 


la. 


ISL 


Ji£. 


ill. 


SKtien  C^^utttlena  far  Cnployart  Who  Pro«M«  Vthldtt  for  Uit  by  Thilr  EmployMt 

(Antwtr  M«M  quttHoM  fe  dMtffliM  /r /sv  matr  tn  aicaptton  ta  compftt^  Saetton  a  NetK  Stct/on  5  mMT  f /inyi  ba 

eernp»(>dfer»a>ite«wuiarfby»a<«pw»»<eq.^rtnwi,orotf>arftior»th«ng)goiwta«»orfa<»(»rfp»»anfc; 


t<  Do  you  maintain  i  wrlttan  polcy  atatemtnt  that  prohlWU  all  partonal  um  of  vaMdtt,  Indudlnf  eommutln|<  by  your 
•mplojratif 


17  t3o  yau  mtlntaln  i  written  polcy  Itattmtnt  that  proHblti  pcnonil  utt  of  vvhiclat.  aicapl  oommudnf,  by  yeur 
•nipleyMi;(SaalnitruetlefliforvoMcltiinadbyctirpor*t«elficart,dlracton.orlKarmartewnari.) 

18  OoyeulriatalluMolvaMelatbyaniplsytaf  atptrtenaluta? 

39  Oo  you  provtdo  mora  than  fir*  vahldat  ^  your  vnployaa*  and  rttain  tha  InfornitMon  rtealvtd  from  yeur  amployaat 
c«nc*rTir|thtutaofthtv*hldat> 

40  0«  you  matt  tha  raqulrtmtnti  conctffllng  quillfM  autemoDW  4*nionttratlon  uii  (it«  lnstrucUoni)f  .... 
Wtlc  ir  your  tntwtr  to  36.  37,  38,  39.  v  40  It  'Yti.'  you  n**^  not  camolttt  Stcton  B  far  HM  covtratf  nhtclu. 


101 


InformiBtlon  Return  of  a  Foreign  Owned  Corporation 

(Undtr  Saetlon  M38A  of  tht  InUmtl  R«y«nui  C«rf«) 


[yWII      H«p<>rtlntCorp»r«tlen(AI1lnlonniticnmuitb«wrKt*nlnth>EnKli»hTiinu«ftl- 


b<«>Mg<M'i>>»iaM7a»«nfli«d<«>»«W*«iyw<  . 


lUlfUll     W>Ut«^  Pinoa  (All  lf>feow«>lan  mu»t  b«  wrtHtn  In  th«  In«<rth  lmiu«f ) 


I'JHIIII    Maii«HrvTr«wt«etloniBttwe<nH«p<>ftlmCorpof»tlownw4ftliU^For»Hn 
■■*■"   lUttd  In  U.S.  dollin)  (R«ii«n»bl«  itUw>t»i  m«y  b«  uMd— 8»  Iwttruetloni) 


erdgn  Ptrson  (All  •m«unu  muM  b« 


t  W««'U/^*(«p«rty  •«>**«<*«»  I"  «!•<• 

a  iu«i«w™»*ttaiw>t.^ciw*J»«'>*>w«*'*^«»^ ''«'*'• 

4  laii  hwM. Hatful  Itr    nfVl  ,■■■  [■■r-'y.-i^-'-l   -'-'■  i~i.~.^.««a«tfn.ii«) 

•  CwBMiniiiriciniWrli-n-^ 1""  -T ^      i.-..ri««nit.»— rihM  ■■ 

5  SllTt^lZir: : : : : : :  ■ : :  .^^^^  21.20^.260  •  ':»n*«;ii>>^" 

•  KUfrtfiiiMi 

t  fmttjm  rM»)M4  (•»  hw/ftne*  ar  nImwMCa 

IP  T^ife.«hte.««m<i«iiiin«iimfw«n»i ,  ,  ,   ■   ,   ■   i  ■   ■   ■   i   .   ■   .   ■  ■   ■ 
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Mr.  Ford.  Mr.  Weise,  the  scope  of  the  taxpayer's  information 
that  would  be  useful  to  Customs,  we  have  seen  how  information  on 
the  face  of  a  tax  return  can  be  used  very  effectively  by  Customs. 

Is  there  any  other  taxpayer  information,  such  as  the  IRS  audit 
reports  and  examination  results  that  would  be  of  use  to  Customs? 

Mr.  Weise.  Mr.  Chairman,  obviously  if  we  want  to  do  the  best 
job  possible,  we  would  want  to  get  as  much  information  as  we  pos- 
sibly can.  I  think  in  manv  instances  the  audits  that  the  Internal 
Revenue  Service  does  would  be  tremendously  useful  to  the  Customs 
Service  in  carrying  out  our  mission. 

Mr.  Ford.  How  do  you  envision  Customs  using  each  of  those 
types  of  taxpayer's  information? 

Mr.  Weise.  Basically,  Mr.  Chairman,  as  I  indicated  in  the  exam- 
ples that  I  have  described,  what  we  attempt  to  do  when  we  get  the 
Internal  Revenue  information  is  use  it  as  the  corroboration  for  the 
information  that  was  put  forth  by  the  importer  on  his  Customs  dec- 
laration. 

We  go  through  the  kind  of  exercise  that  I  have  just  described  in 
the  handout  to  try  to  ensure  that  both  the  Internal  Revenue  Serv- 
ice and  the  Customs  Service  are  getting  the  same  raw  data.  We  ob- 
viously have  different  laws  that  we  are  applying  and  different  cal- 
culations that  are  made  from  that  raw  data,  but  the  basic  useful- 
ness of  this  information  would  be  for  us  to  insure  that  there  is  a 
corroboration  and  that  we  are  not  seeing  different  numbers  being 
provided  as  raw  data  to  the  Internal  Revenue  Service  than  is  pro- 
vided to  the  Customs  Service  to  do  the  calculation  that  we  each 
need  to  do. 

Mr.  Ford.  Thank  you. 

How  many  requests  for  tax  returns  in  the  course  of  a  year  do  you 
think  Customs  would  request  as  it  relates  to  taxpayers'  informa- 
tion? Do  you  have  any  idea  what  t3T)e  of  requests  would  be  made 
annually? 

Mr.  Weise,  Mr.  Chairman,  I  am  glad  you  asked  that  question. 
I  think  it  relates  to  the  concern  that  Mr.  Hancock  expressed  in  his 
opening  statement,  whether  we  would  use  this  as  a  fishing  expedi- 
tion just  to  try  to  get  information  on  an  ongoing  basis. 

Our  intention,  if  we  were  to  have  access  to  this  information, 
would  be  to  only  request  this  information  as  part  of  the  comprehen- 
sive national  audits  that  we  do,  and  basically  we  do  roughly  at  a 
maximum,  we  do  200  of  those  a  year  under  current  resources. 

At  times,  depending  upon  the  magnitude  of  those,  there  have 
been  as  few  as  20.  So  it  would  be,  at  least  in  the  near  term,  assum- 
ing we  are  not  going  to  get  significant  additional  resources  thrust 
upon  us,  and  it  doesn't  look  like  in  this  economic  environment  that 
is  going  to  happen,  I  would  say  at  the  outside  it  would  be  roughly 
around  200  a  year.  It  could  be  as  little  as  20  or  30  a  year. 

But  it  wouldn't  be  a  wholesale  fishing  expedition  for  every  im- 
porter that  the  Customs  Service  deals  with. 

Mr.  Ford.  What  do  we  need  to  do?  I  know  6103  stops  IRS  from 
sharing  information,  whatever,  with  Customs.  What  would  we  need 
to  do  to  repeal  6103  or  what  kind  of  relationship  does  the  full  com- 
mittee on  Ways  and  Means  need  to  do? 

Mr.  Weise.  One  thing  I  must  point  out,  Mr.  Chairman,  and  I 
want  to  make  sure  this  is  clear  in  the  record,  we  have  been  work- 
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ing  very  well  with  the  Internal  Revenue  Service  in  a  cooperative 
way  to  try  to  have  a  good  exchange  of  information. 

As  you  point  out,  section 

Mr.  Ford.  They  can't  do  that  really. 

Mr.  Weise  [continuing].  6103  prohibits  the  Internal  Revenue 
Service  from  giving  us  the  direct  access  to  income  tax  forms.  This 
is  something  that,  as  I  said,  they  are  not  permitted  to  do. 

Within  the  confines  of  that,  we  have  tried  to  share,  you  know, 
additional  information  that  is  not  the  tax  forms  themselves,  and  I 
think  we  have  been  successful  in  providing  some  good  data  to  the 
Internal  Revenue  Service. 

To  the  extent  they  can,  they  have  been  cooperating  with  us,  but 
their  hands  have  been  tied  and  clearly  it  would  seem  that  if  they 
are  going  to  be  able  to  take  it  the  next  step  forward  so  that  we 
could,  as  a  matter  of  law,  not  just  on  a  voluntary  basis,  have  access 
to  this  kind  of  information,  it  would  require  that  change  in  statute 
such  as  6103. 

Mr.  Ford.  You  know,  three  of  the  four  cases,  examples  contained 
in  your  testimony  that  you  talked  about  are  subchapter  S  corpora- 
tions and  I  think  one  is  a  sole  proprietorship. 

Are  these  typical  companies  we  are  talking  about,  the  subchapter 
S  and  sole  proprietorship? 

Mr.  Weise.  We  actually  conduct  these  national  audits  on  a  wide 
spectrum  of  companies,  small  companies,  medium-sized  companies, 
and  large  companies.  So  I  think 

Mr.  Ford.  But  all  four  of  the  ones  we  went  over  today  are  exam- 
ples contained  in  your  handout? 

Mr.  Weise.  We  actually  have  cases,  unfortunately,  in  terms  of 
trying  to  give  you  illustrations  of  some  larger  cases,  we  had  some 
internal  impediments,  such  as  ongoing  grand  jury  investigations 
and  things  of  that  nature.  These  are  illustrative  of  a  larger  cat- 
egory of  companies  that  are  actually  under  these  types  of  audits 
where  this  information  would  be  useful.  I  wouldn't  say  that  they 
would  be  limited  to  some  of  these  smaller  companies  that  are  illus- 
trated here. 

Mr.  Ford.  Has  Customs  been  successful  in  obtaining  and  using 
tax  return  information  and  auditing  any  larger  multinational  busi- 
nesses? 

Mr.  Weise.  Yes,  Mr.  Chairman,  we  have  had  some  success. 

Mr.  Ford.  I  know  you  mentioned  some  might  have  been  under 
investigation,  grand  jury  investigations,  but  what  about  some  of 
the  larger  multinational  companies? 

Mr.  Weise.  There  is  at  least  one  instance  that  I  am  aware  of  and 
I  will  ask  my  colleagues  to  chime  in  if  they  want  to  provide  any 
additional  information,  where  we  have  had  some  success  in  that. 

That  is  one  of  the  ones  I  alluded  to  that  is  I  believe  under  the 
grand  jury  now  that  precludes  us  from  putting  a  lot  of  information, 
specific  information  before  this  subcommittee  at  this  point. 

Mr.  Ford.  Outside  of  the  one  that  might  be  the  one  under 
investigation 

Mr.  Inch.  I  am  aware  of  a  couple  of  others  over  the  years  that 
we  have  seen  where  voluntarily,  again,  the  taxpayer  provided  the 
information  and  we  were  able  to  confirm  representations  made  to 
Customs  based  on  that. 
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Mr.  Ford.  I  am  sure  that  is  going  to  get  tougher  and  tougher. 
Coming  here  today  and  exposing  these  four  companies  and  all  of 
this  iniormation,  I  am  sure  you  are  going  to  have  some  type  of  a 
working  relationship  and  access  to  the  Internal  Revenue.  I  am  not 
sure  they  are  just  going  to  voluntarily  pass  that  information  over 
to  you. 

Mr.  Weise.  Mr.  Chairman,  I  think  that  is  the  irony  of  this  ap- 
pearance today.  I  know  that  it  is  obviously  a  very  constructive  dis- 
cussion that  we  are  having  here.  Our  concern  is,  since  it  is  vol- 
untary, I  think  the  point  that  you  are  alluding  to  too  is  perhaps 
the  larger  companies  are  more  sophisticated,  have  a  whole  bank  of 
auditors  and  attorneys  who  know  full  well  that  this  is  not  manda- 
tory to  be  provided  to  us. 

So  we  do  perhaps  in  the  overall  scheme  of  things  have  a  more 
difficult  time  getting  it  from  some  of  those  large  organizations,  but 
we  have  had  examples  where  they  have  provided  it  voluntarily.  But 
because  it  is  voluntary  and  because  of  the  fact  that  this  is  going 
to  get  a  little  more  public  notoriety  now,  it  is  possible  that  the 
short-term  effect  of  these  hearings  may  well  be  that  we  will  see 
fewer  income  tax  forms  shared  with  us  from  even  medium  and 
smaller  sized  companies  because  it  is  clear  that  this  is  not  re- 
quired. It  is  not  mandated  by  law. 

It  is  a  voluntary  submission  that  occurs  now,  and  that  is  a  con- 
cern that  we  have. 

Mr.  Ford,  Do  you  anticipate  the  tax  information  being  as  rel- 
evant to  the  multinationals  as  we  have  talked  about  today  in  these 
cases,  like  the  subchapter  S  and  the  sole  proprietor? 

Mr.  Weise.  Absolutely. 

Mr.  Ford.  You  do? 

Mr.  Weise.  As  a  matter  of  fact,  if  I  could  just  followup,  it  is  the 
multinational  companies  that  have,  in  many  cases,  the  inter- 
relationship, where  they  have  the  transfer  pricing  that  is  occurring 
that  on  its  face  is  iust  a  bookkeeping  transfer.  It  is  actually  not  a 
purchase  at  arm's  length,  so  I  think  there  it  is  all  the  more  impor- 
tant to  be  able  to  have  access  to  information  so  we  can  insure  that 
the  same  data  is  being  provided  for  tax  purposes  as  well  as  Cus- 
toms' purposes. 

Mr.  Ford.  Do  you  have  any  concerns  with  respect  to  advanced 
pricing  agreements  negotiated  by  the  Internal  Revenue  Service? 

Mr.  Weise.  Yes,  Mr.  Chairman,  we  do  have  some  concern  be- 
cause we  are  running  into  some  situations  recently  with  companies 
where  we,  as  I  said  earlier,  we  have  a  different  mandate  in  terms 
of  the  calculation  of  the  appraised  value  for  purposes  of  Customs' 
collection  of  duties  than  the  Internal  Revenue  Service  does  for  col- 
lection of  tax,  and  we  are  running  into  specific  examples  of  cases 
where  we  feel  that  this  agreement  that  has  been  entered  into  with 
the  Internal  Revenue  Service  is  being  held  up  to  us  as  saying,  this 
is  binding,  even  though  it  is  not  the  kind  of  information  that  we 
need  for  Customs'  purposes,  and  that  has  been  a  bit  of  a  problem 
for  us  that  is  developing. 

Mr.  Ford.  So  it  has  been  a  bit  of  problem. 

Mr.  Weise.  Yes,  it  has. 

Mr.  Ford.  Do  you  think  Customs  should  be  a  party  to  these  ne- 
gotiations along  with  the  Internal  Revenue? 
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Mr.  Weise.  From  an  a  Customs'  perspective,  it  would  improve 
our  operations  if  we  had  that  opportimity. 

Mr.  Ford.  What  about  IRS?  What  would  they  welcome — 

Mr.  Weise.  I  would  presume  they  would  prefer  us  not  to  be  in 
the  room. 

Mr.  Ford,  Have  you  talked  with  them  in  reference 

Mr.  Weise.  We  have  had  some  discussion.  The  only  thing  I 
should  point  out,  even  though  I  have  only  been  on  the  Job  for  5 
weeks,  that  the  Commissioner  of  Internal  Revenue  Service  and  I 
have  discussed  this  issue  on  a  couple  of  occasions,  not  specifically 
with  regard  to  these  type  of  agreements,  but  the  entire  issue,  and 
she  feels  as  I  do  that  we  can  work  together  to  tiy  to  do  more  to 
carry  out  our  respective  responsibilities,  and  I  think  she  is  recep- 
tive to  working  with  us  and  working  with  this  committee  to  see  if 
we  can't  make  the  necessary  changes  in  law  to  change  this  infor- 
mation. 

But  I  have  not  had  a  discussion  on  this  particular  issue  with  her 
as  of  yet. 

Mr.  Ford.  But  you  are  seeking  some  relief  from  Congress  in  this 
area,  is  that 

Mr.  Weise.  Well,  the  Customs  Service  obviously  is  a  team  player, 
part  of  the  administration.  There  is  not  an  official  administration 
position  to  seek  that  change  from  Congress. 

We  have  been  asked  to  come  here  to  describe  our  ongoing  audit 
procedures  and  how  tax  information  has  been  helpful  to  us.  We  are 
being  very  candid  in  describing  that.  And  clearly  if  we  were  in 
charge  of  the  Government,  perhaps  we  would  seek  such  a  legisla- 
tive change,  but  I  am  not  the  spokesperson  for  the  administration 
on  this  issue. 

I  am  here  speaking  very  candidly  as  the  Commissioner  of  Cus- 
toms. I  have  been  candid  in  saying  this  information  that  we  have 
gotten  voluntarily  has  been  tremendously  helpful  to  us.  If  we  could 
get  it  in  more  instances,  it  would  be  even  more  helpful  to  us.  The 
law  precludes  that  from  happening  so  I  will  leave  it  at  that. 

Mr.  Ford.  What  sort  of  procedure  would  you  envision  establish- 
ing that  Customs  to  maximize  the  timely  use  of  taxpayer's  informa- 
tion by  Customs?  Have  you  sought  out  what  type  of  timely  fashion? 

Mr.  Weise.  Well,  I  may  ask  Bill  to  comment  further  on  this,  but 
let  me  say  as  a  preliminary  response  to  your  question,  the  issue 
that  you  raised,  and  it  is  a  good  one,  is  that  we  basically,  as  I  de- 
scribed in  my  testimony,  operate  on  a  transaction-by-transaction 
basis  and  within  10  days  after  importation  have  to  proceed  on  valu- 
ing merchandise,  whereas  the  Internal  Revenue  Service  operates 
on  a  periodic  basis  and  often  the  two  time  periods  don't  mesh  very 
well. 

So  that  is  an  issue  that  we  need  to  address.  We  do  however,  even 
though  we  are  by  law  supposed  to  liquidate  entries  within  a  1-year 
period,  we  do  have  the  opportunity  to  suspend  the  liquidation  for 
a  period  of  up  to  4  years  when  we  have  an  ongoing  investigation 
or  audit. 

We  also  have  the  opportunity  to  go  back  and  reopen  investiga- 
tions if  we  discover  from  an  audit  that  there  is  an  allegation  of 
fraud  that  is  involved  in  the  transaction  which  in  some  of  the  illus- 
trations we  have  here  today  as  well. 
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So  we  have  given  a  good  deal  of  thought  to  this  and  we  feel  there 
are  ways  we  can  try  to  mesh  the  two  systems  to  go  together  so  it 
would  be  very  useml  to  us  even  though  we  operate  on  different 
time  frames. 

Mr.  Ford.  Would  you  need  to  routinely  suspend  liquidation  of 
the  entries  pending  success  of  the  importer's  next  tax  return? 

Mr.  Weise.  I  don't  think  we  would  have  to  routinely  do  it.  I  think 
in  some  cases  it  would  be  in  our  interest  to  do  it.  If  we  find  from 
preliminary  investigation  in  the  audit  that  there  looks  like  there  is 
a  problem  here,  we  may  in  those  cases  want  to  suspend. 

But  I  think  you  will  find  if  we  were  able  to  have  access  to  this 
information,  you  are  going  to  find  in  most  instances  we  are  prob- 
ably going  to  find  a  dear  corroboration  of  the  data  that  was  pro- 
vided to  Customs  from  the  Internal  Revenue  Service  which  would 
lead  us  to  conclude  that  there  is  not  a  need  to  suspend  liquidation 
of  entries. 

Mr.  Ford.  Just  so  I  am  clear,  how  would  you  have  access  to — 
how  do  you  get  access  to  this  information?  They  are  not  going  to 
voluntarily  give  you  this. 

At  some  given  point,  it  is  going  to  be  cut  off.  So  tell  me.  I  don't 
know  whether  this  is  an  administration's  position  yet,  but  I  mean, 
you  want  access  to  it.  How  do  you  get  access  to  it? 

Mr.  Weise.  Right  now,  believe  it  or  not,  Mr.  Chairman,  when  we 
begin  an  audit  process,  there  is  a  standard  list  of  questions  when 
we  ask — when  we  are  doing  this  comprehensive,  what  we  call  a  na- 
tional audit.  We  have  a  standard  list  of  questions  seeking  informa- 
tion. 

One  of  our  questions  is  seeking  some  copies  of  the  income  tax 
forms  for  the  particular  time  frame  we  are  looking  at.  In  roughly, 
would  you  say,  half  the  cases,  importers  respond  to  the  question  by 
submitting  a  copy  of  their  tax  form.  In  at  least  half  the  cases,  they 
ignore  that  question  or  they  tell  us,  hell  no. 

Mr.  Ford.  How  would  Customs  be  able  to  use  the  taxpayer  infor- 
mation developed  by  IRS  during  an  IRS  audit  if  Customs  had  ac- 
cess to  it?  I  mean — 

Mr.  Weise.  Once  again,  I  think  we  could  use  it  in  a  similar  fash- 
ion to  the  return  information  itself  to  corroborate  the  data  and  the 
information  that  has  been  provided  to  the  Customs  Service,  and 
perhaps  through  the  course  of  looking  at  an  audit,  we  would  see 
some  trends,  you  know,  Internal  Revenue  audit,  some  trends  that 
would  alert  us  to  some  differences  between  what  was  provided  to 
the  Internal  Revenue  Service  and  what  was  actually  provided  to 
Customs. 

I  don't  know.  Bill,  if  you  want  to  expand  upon  that  one. 

Mr.  Inch.  Just  to  add  to  it,  in  some  of  our  past  experience,  we 
have  seen  the  way  companies  handle  IRS  audits  in  terms  of  their 
books  and  records  from  1  year  to  the  next  year  sort  of  remains 
somewhat  consistent. 

Mr.  Banks.  I  would  also  mention  that  there  was  legislation  that 
has  been  passed  previously  that  provided  that  there  would  be  the 
same  data,  same  value  inrormation  provided  to  both  IRS  and  Cus- 
toms, had  to  be  on  the  same  basis,  in  order  to  be  able  to  validate 
that  it  was  indeed  the  same  value  level,  we  would  need  to  be  able 
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to  do  this  comparison  between  the  Customs'  data  and  the  tax  re- 
turn data. 

Mr.  Ford.  Does  Customs  have  access  to  the  books  and  records 
of  overseas  suppliers  of  goods  that  are  imported  into  the  United 
States?  Do  you  have  any  access  at  all  to  that? 

Mr.  Weise.  Mr.  Chairman,  we  do  not  have  direct  access.  What 
we  have  under  our  laws  is  access  to  importers'  books  and  records 
and — and  any  books  and  records  related  to  the  import  transaction. 

So  what  we  often  need  to  do  is  seek,  through  the  importer,  to  get 
the  information  from  the  foreign  manufacturer  or  supplier.  There 
are  times  when  the  importer  is  able  to  provide  that  to  us.  There 
are  other  times  when  he  is  not  able  to  provide  that  to  us  and  we 
have  no  direct  legal  recourse  against  foreign  entities. 

Mr.  Ford.  That  information  is  difficult  to  obtain? 

Mr.  Weise.  Yes,  it  is. 

Mr.  Ford.  Why  is  it  so  difficult  to  obtain? 

Mr.  Weise.  Mainly,  as  I  said  before,  we  have  no  legal  jurisdiction 
over  foreign  entities.  We  can  only  proceed  against  importers,  and 
what  we  need  to  do  is  ask 

Mr.  Ford.  Which  makes  it  difficult  for  you  to  know  the  owner- 
ship and  all,  right? 

Mr.  Weise.  It  does,  yes,  Mr.  Chairman. 

Mr.  Ford.  Under  what  circumstances  with  regards  to  books  and 
Customs,  how  often  has  Customs  audited  the  books  and  records  of 
these  overseas  suppliers?  I  mean,  do  you  have  any  records  to  show 
how  often  you  do  it? 

Mr.  Weise.  We  have  conducted — this  is  an  estimate  obviously. 
Foreign  site  visits  and  about  70  audits  since  regulatory  audit  began 
in  1974.  It  is  typical  these  are  related.  We  are  going  into  foreign 
companies  as  a  result  of  an  investigation  of  an  importer.  Whenever 
we  do  this,  we  are  doing  it  with  the  permission  of  the  foreign 
company. 

We  do  not  have  legal  recourse  to  force  ourselves  into  that  but  in 
many  instances,  the  foreign  entities  have  cooperated  with  us  on  au- 
dits relating  to  a  particular  importer. 

Mr.  Ford.  What  have  the  experiences  been  like  when  you  audit 
these 

Mr.  Weise.  Bill,  you  want  to- 


Mr.  Inch.  Sort  of  a  ftill  range  of  fiill  cooperation  in  terms  of  ac- 
cess both  to  books  and  records  and  to  individuals  to  explain  those 
books  and  records  to,  as  you  can  probably  imagine,  a  more  difficult 
scenario  when  you  are  in  countries  with  language  difficulties  where 
the  books  and  records  need  to  be  interpreted,  where  conversations 
need  to  be  interpreted,  where — ^particularly  down  with  the  working 
level  people  that  are  an  auditor  deals  with,  that  can  be  very  dif- 
ficult, time  consuming. 

It  is  monetarily  constrained  by  the  amount  of  time  you  can  spend 
in  an  overseas  situation.  We  don't  have  an  unlimited  budget  and 
those  are  some  of  the  difficulties. 

Mr.  Banks.  Mr.  Chairman,  if  I  could  add  something  on  that  as 
well.  Those  70  visits  were  outside  North  America.  We  have  done 
a  lot  more  visits  within  Canada  and  Mexico  as  part  of  the  Free 
Trade  Agreement,  checks  and  that  sort  of  thing,  and  those  are 
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probably  our  most  successful  overseas  audits  with  Canada  and 
Mexico. 

The  results  from  audits  outside  North  America  have  been  very 
mixed  in  terms  of  our  success. 

Mr.  Ford.  What  legal  protections  are  provided  by  Customs'  law 
for  the  protection  of  sensitive  information  contained  by  Customs  for 
the  importers? 

Mr.  Weise.  We  are  covered  by  the  Bank  Secrecy  Act  and  we  do 
provide  confidential  status  to  business,  confidential  information,  as 
indicated  in  our  sharing  of  data  with  this  subcommittee,  we 
have 

Mr.  Ford.  Does  it  apply  to  the  tax  returns  as  well  obtained  by 
Customs? 

Mr.  Weise.  I  am  sorry.  Trade  Secrets  Act. 

Mr.  Ford.  Does  it  apply  to  the  tax  returns  as  well? 

Mr.  Weise.  Well,  the  tax  returns,  we  also  feel  in  addition  to  the 
Trade  Secrets  Act,  that  section  6103,  which  applies  to  the  Internal 
Revenue  Service  handling  of  tax  returns,  would  apply  to  the  Cus- 
toms Service  as  well  if  indeed  they  were  provided  to  us  voluntarily. 

So  even  though  we  do  not  have  under  6103  a  right  to  get  them, 
if  we  do  receive  them,  we  are  governed  by  the  same  constraints 
that  the  Internal  Revenue  Service  is  in  terms  of  maintaining  the 
secrecy  of  those. 

Mr.  Ford.  What  policies  and  procedures  does  Customs  have  in 
place  to  protect  sensitive  information?  I  know  you  have  said  about 
what  is  protected  under  the  law.  But  what  do  you  have  set  in  place 
at  Customs  to  guarantee  that  that  protection  of  privacy  on  sen- 
sitive documents 

Mr.  Weise.  We  have  implemented  several  procedural  safeguards 
to  protect  information.  We  have — office  access  is  restricted,  con- 
fidential business  information  is  locked  up  for  the  evening,  com- 
puter security  is  observed  and  the  use  of  locking  file  cabinets  is 
also  required. 

And  files  are  conspicuously  marked.  Confidential  business  infor- 
mation and  we  are  continually  reminded,  our  staffs,  to  be  cognizant 
of  all  of  these  security  procedures.  We  have  had  not  had  any  in- 
stances in  my  recollection  that  has  been  brought  to  my  attention 
of  any  instsinces  where  we  have  allowed  for  such  information,  sen- 
sitive information,  to  be  disclosed. 

So  I  think  we  have  an  excellent  track  record  there,  Mr.  Chair- 
man. 

Mr.  Ford.  How  many  of  the  10  million  formal  entries  filed  with 
the  Customs  annually  are  reviewed  by  import  specialists? 

Mr.  Weise.  Approximately  one-half. 

Mr.  Ford.  Half?  How  much  time  can  an  import  specialist  spend 
on  each  one  of  these  entries.  Commissioner? 

Mr.  Weise.  This  is,  Mr.  Chairman,  one  of  the  difficulties  we  face. 
We  have,  over  the  course  of  the  last  decade,  seen  the  magnitude 
of  increase  in  trade  that  is  just  tremendous,  whereas  we  have  been 
having,  if  anything,  a — maintaining  an  existing  level  of  resources, 
so  there  is  not  a  lot  of  time  that  is  available  on  an  entry-by-entry 
basis. 

It  has  required  us  to  do  some  selective  targeting.  It  is  one  of  the 
reasons  we  have  tried  to  get  the  Customs  Modernization  Act  en- 
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acted  into  law  to  allow  us  to  operate  more  efficiently,  effectively 
using  computer  techniques,  but  on  the  basis  of  our  average,  very 
little  time  is  spent  with  each  individual  entry. 

Some — some  entries  that  we  have  targeted  as  high  risk,  we 
would  spend  perhaps  a  long  period  but  others,  very  little  time  or 
no  time  at  all.  So  it  ranges. 

Mr.  Ford.  What  can  an  import  specialist  do  to  confirm  the  value 
claimed  by  importers  on  this  entry  document  which  is  probably  one 
of  the  major  problems  that  you  are  faced  with?  What  can  that  spe- 
cialist do  to  improve  that? 

Mr.  Weise.  Mr.  Chairman,  I  started  my  career  as  an  import  spe- 
cialist in  the  Port  of  Baltimore,  so  I  am  coming  back  home  to  Cus- 
toms, but  things  have  changed  a  lot  in  the  past  20  years  in  the  way 
an  import  specialist  would  proceed  with  that. 

The  basic  thing  you  want  to  do,  you  have  presented  to  you  as  an 
import  specialist  an  entry  summary  which  summarizes  the  infor- 
mation and  within  that,  you  have  an  invoice,  and  what  you  need 
to  do  is  to  try  to  reach  out  to  the  importer  and  to — through  that 
importer,  the  manufacturer  to  try  to  follow  up  with  as  much  cor- 
roborating information  and  data  as  you  can  to  make  sure  that  that 
invoice  is  based  on  the  actual  transaction  and  the  facts  of  the  case. 
That  is  the  basic  process. 

You  know,  in  the  initial  wave,  it  is  the  specialist  doing  it.  Once 
the  import  specialist  has  passed  on  it,  ultimately  it  is  the  kind  of 
thing  that  the  regulatory  auditors  on  a  post  facto  basis  would  look 
at  it  in  far  more  detail. 

That  is  when  they  would  begin  to  look  at  IRS  forms.  The  special- 
ist would  not  never  seek  that  information.  We  would  just  get  cor- 
roborating, substantiating.  Documentation.  We  look  at  the  bill  of 
lading  on  the  shipment  and  other  information  such  as  that  to  see 
if  we  can  give  a  preliminary  assessment  that  this  seems  to  be  a 
good  value. 

We  would  also  compare  it  with  other  transactions  of  comparable 
companies  on  similar  products  to  see  if  it  looks  like  it  fits  within 
the  expected  range  of  what  the  transaction  price  should  be  for  that 
type  of  product  from  that  country. 

Mr.  Ford.  How  many  audits  does  Customs  perform  annually? 

Mr.  Weise.  The  total  audits,  as  I  indicated,  is  more  than  600, 
600  to  800,  but  the  actual  national  audits  where  it  is  a  comprehen- 
sive audit  of  one  company  for  the  entire  length  of  a  year  or 
more 

Mr.  Ford.  What  about  viable  audit  targets  by  Customs?  Is  that 
in  the  600 

Mr.  Weise.  That  would  be  the  total.  There  are  all  kinds  of  dif- 
ferent audits.  Some  are  targeted  on  specific  narrow  issues,  but  a 
total  of  600  to  800  and  200  or  less  of  which  would  be  the  com- 
prehensive importer  national  audit  that  I  alluded  to  earlier. 

Mr.  Ford.  And  how  many — was  it,  did  I  see  in  your  testimony, 
somewhere  of  about  1,200  of  these  auditors  in  Customs? 

Mr.  Weise.  No,  significantly  less  than  that,  360. 

Mr.  Ford.  Where  did  I  read  the  1,200? 

Mr.  Inch.  That  was  the  import  specialists. 

Mr.  Weise.  I  would  like  to  have  1,200  auditors. 

Mr.  Ford.  Well,  you  need  to  talk  to  Mr.  Gibbons  about  that. 


Ill 

All  right,  at  this  time  the  Chair  is  going  to  recognize  Mr.  Hough- 
ton. 

Mr.  Houghton.  Thank  you,  Mr.  Chairman. 

Let  me  just  go  quickly  to  several  points.  First  of  all,  you  want 
information  sharing  and  the  bottom  line  is  you  want  exclusion  from 
6103  so  you  can  get  that;  is  that  right? 

Mr.  Weise.  I  think  that  would  be  very  useful  to  the  mission  of 
the  Customs  Service. 

Mr.  Houghton.  But  if  you  left  here  today,  walk  out  of  this  room 
and  said  mission  accomplished,  what  would  it  be? 

Mr.  Weise.  It  would  be  that  the  Customs  Service  would  have  ac- 
cess to  all  necessary  tax  information  to  corroborate  data  provided 
to  it  on  imports  on  our  national  audits. 

Mr.  Houghton.  That  is  a  much  fuller  sentence  that  I  would  have 
said,  but  anyway,  you  want  to  be  able  to  be  excluded  from  the  6103 
code. 

Mr.  Weise.  That  would  certainly  accomplish 

Mr,  Houghton.  OK.  Now,  I  have  got  several  questions  here  and 
you  can  answer  them  I  think  quickly. 

First  of  all,  does  the  Treasury  Department  support  this  thing? 

Mr.  Weise.  That  is  why  I  tnink  I  am  being  somewhat  cautious 
because  at  this  point  I  do  not — I  am  not  saying  I  believe.  I  know 
that  there  is  not  an  official  Treasury  Department  position  on  this 
issue. 

So  I  am  a  little  uncomfortable  when  you  ask  me  what  I  want  to 
accomplish  and  walk  out  the  store  with  because  I  am  a  member  of 
the  Treasury  team.  It  is  an  issue  that  the  new  Internal  Revenue 
Service  Commissioner  and  I  have  discussed  briefly. 

I  think  we  want  to  work  together  as  two  bureaus  of  the  Treasury 
Department  with  the  department  and  this  committee  to  come  up 
with  a  recommendation  that  would  accomplish  what  we  need  to  ac- 
complish. But  at  this  point,  we  do  not  have  an  official  Treasury  po- 
sition. 

Mr.  Houghton.  They  don't  support  that. 

Mr.  Weise,  At  this  point,  there  is  no  official  position  that  I  am 
aware  of. 

Mr.  Houghton,  I  see,  OK.  Now,  what  will  be  required  in  their 
mind  to  support  your  position? 

Mr.  Weise.  Again,  because  we  have  not — I  have  been  on  the  job 
5  weeks,  as  I  indicated.  I  have  had  preliminary  discussions  with 
the  Internal  Revenue  Service  Commissioner.  I  have  not  had  a  dis- 
cussion with  the  Treasury  Department  on  this  issue.  I  would  hope 
in  the  aftermath  of  this  hearing,  that  I  would  have  that  oppor- 
tunity, so  I  cannot  answer  directly. 

Perhaps  some  of  the  others  wno  had  prior  discussions  with  the 
Treasury  Department  could  respond,  but  we  do  have  a  new  admin- 
istration so  I  am  not  sure  how  relevant  that  will  be. 

Mr.  Banks.  I  think  that  the  Treasury  Department  and  the  Inter- 
nal Revenue  Service  would  like  to  explore  other  options  available 
too.  There  are  things  that  you  can  do  other  than  amending  6103, 

Another  possibility  is  to  just  provide  Customs  access  that  compa- 
nies would  have  to  provide  tax  return  information  during  a  Cus- 
toms audit.   So  it  would  be  actually  supplied  by  the  companies 
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themselves  as  opposed  to  sharing — ^you  know,  going  into  IRS-type 
records. 

There  are  some  alternative  ways  that  this  issue  could  perhaps 
be 

Mr.  Houghton.  There  are  alternative  technical  ways,  but  the 
end  result  would  be  what  you  want  in  terms  of  this  information 
sharing? 

Mr.  Banks,  Yes,  sir.  Yes,  sir. 

Mr.  Houghton.  Are  they  worried  at  all  about  safeguards. 

Mr.  Banks.  Sure,  yes. 

Mr.  Houghton.  Have  you  got  a  good  story  to  tell  them  about  not 
to  worry  about  safeguards? 

Mr.  Banks.  We  have  had  a  couple  of  problems  in  the  past.  We 
think  that  we  have  corrected  those  issues,  that  we  think  we  have 
got  a  good  story  to  tell,  yes,  sir. 

Mr.  Houghton.  Let's  talk  about  the  money.  Big  set  of  adjust- 
ments you  are  talking  about.  How  much  money  do  you  envisage 
would  come  into  the  Federal  Treasury  because  of  opening  up  the 
information? 

Mr.  Weise.  That  is  obviously  a  difficult  one.  Ask  Bill.  You  want 
to  try  Bill. 

Mr.  Houghton.  A  dollar,  $100  billion. 

Mr.  Banks.  You  know,  we  collect  over  $550,000  per  auditor  per 
year  is  what  we  collected  in  1992.  You  know,  with  half  of  the  cases, 
we  did  receive  tax  return  information.  It  has  got  no  where  to  go 
but  up. 

We  certainly  don't  pay  them  that  much  money.  It  is  a  revenue- 
producing  issue. 

Mr.  Houghton.  Is  this  the  budget  session  to  try  to  get  more 
auditors? 

Mr.  Banks.  No,  sir.  No,  sir.  I  am  just  trying  to  describe  how  ef- 
fective they  are 

Mr.  Houghton.  I  didn't  know  there  was  a  different  agenda  going 
on  here. 

Mr.  Banks.  No,  sir.  No,  sir. 

Mr.  Houghton.  Seriously,  what  are  you  talking  about  in  terms 
of  money? 

Mr.  Inch.  To  add  to  Sam's  comment,  I  think  it  is  difficult,  but 
as  the  Commissioner  indicated  in  his  testimony,  with  the  level  of 
resources  that  we  have,  we  haven't  audited  on  a  cvclical  basis  the 
large  importers  and  it  is  a  difficult  number  to  fully  estimate 

Mr.  Houghton.  I  mean,  are  you  talking  about  twice  as  much, 
half  again  as  much?  You  mean,  you  obviously  do  some  quality 
probes  out  there  and  see  some  problems. 

Did  you  think  very  significant  amounts  of  money  would  be  in- 
volved here? 

Mr.  Weise.  Mr.  Houghton,  in  the  examples  we  gave  you  here 
today,  and  I  know  you  would  prefer  a  larger  quantification  of  this, 
we  have  cases  here  where  $1  million,  simply  because  we  had  the 
income  tax  form,  but  we  do  now  roughly  get  it  half  the  time. 

I  don't  know  in  the  aftermath  of  this  hearing  whether  we  are 
still  going  to  get  it  half  the  time  when  we  voluntarily  ask  for  it. 
But  it  seems  to  me  you  can  have  individual  situations  where  $1 
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million  or  more  is  identified  in  terms  of  additional  Customs'  duties 
owed  as  a  result  of  having  the  income  tax  form. 

The  other  thing  that  I  think  you  need  to  keep  in  mind  is  illus- 
trated in  these  examples  we  have  given  you  here  today.  There  are 
instances  when  we  find,  when  we  look  at  the  income  tax  forms, 
compare  it  to  what  the  Customs  Service  did,  we  are  able  to  provide 
information  back  to  the  Internal  Revenue  Service  that  may  well  re- 
sult in  significant  additional  increases  in  income  taxes  collected  for 
which  we  really  can't  give  you  a  quantification. 

So  I  think  it  would  be  in  the  magnitude  of  millions  of  dollars  that 
would  be  able  to  be  collected,  but  I  can't  g^ive  you  a  solid 

Mr.  Houghton.  So  what  you  are  saying  is  you  don't  know.  You 
think  there  is  big  money,  but  the  important  thing  is  tightening  up 
the  whole  process, 

Mr.  Weise.  Exactly. 

Mr.  Houghton.  Do  other  foreign  governments  allow  free  ex- 
change of  information  between  their  customs  services  and  their  in- 
ternal revenue  services? 

Mr.  Banks.  Yes,  sir.  As  a  matter  of  fact,  you  know,  like  in  Mexico 
and  Canada,  they  report  under  the  same  departments.  So  to  the 
best  of  my  knowledge,  they  share  that  information,  the  revenue 
issue,  government  revenue  issue. 

Mr.  Weise.  One  of  the  ironies  is  is  that  our  Internal  Revenue 
Service  is  permitted  to  share  this  information  with  foreign  govern- 
ments, but  they  are  not  permitted  to  share  it  with  us. 

Mr.  Houghton,  Thank  you  very  much. 

Mr.  Ford,  Mr.  Herger, 

Mr,  Herger.  I  will  pass, 

Mr.  Ford,  No  further  questions. 

What  is  clear  in  your  last  response  to  the  question  from  the  com- 
mittee is  that  things  will  probably  get  a  lot  more  difficult  for  you 
to  obtain  voluntarily  the  information  that  you  will  need,  I  me£in, 
that  is  somewhat  clear  in  what  I  am  hearing  from  you,  and  natu- 
rally after  coming  before  this  committee  and  identifying  these  com- 
panies, I  am  sure  that  it  is  going  to  get  tougher. 

Would  it  be  useful  for  Customs  to  be  able  to  request  the  import- 
ers' tax  returns  fi-om  the  IRS  rather  than  relying  on  the  importers? 
I  know  you  have  answered  that  particular  question.  You  are  not 
willing  to  go  on  record  because  I  am  sure  the  administration  hasn't 
taken  a  position  as  to  the  relationship  and  what  needed  to  be  re- 
pealed in  6103  or  just  what  needed  to  take  place,  but  it  is  clear 
from  your  testimony  today  that  Customs  will  need  some  type  of  re- 
lief in  this  particular  area. 

I  am  not  saying  that  you  are  an  advocate  today.  I  am  sure  that 
you  are  working  with  the  Treasury  Department,  IRS,  and  I  am 
sure  that  the  administration  will  be  looking  closer  and  closer  at 
these  recommendations  that  are  being — I  won't  say — ^not  only  rec- 
ommendations but  from  this  testimony  here  today, 

I  mean,  it  is  clear  that  the  oversight  on  the  Ways  and  Means 
Committee  would  not  want  to  get  into  this  area  until  there  is  such 
time  that  a  decision  is  made,  but  it  is  interesting  to  know,  you  can't 
tell  us  directly  or  indirectly  how  much  revenue  is  out  there,  but  it 
is  clear  fi-om  these  four  on  this  handout  sheet  that  you  brought  be- 
fore this  committee  today,  that  there  is,  in  fact,  additional  revenue. 
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If  all  of  that  would  take  place  and  the  administration  would  say 
yes  and  the  Ways  and  Means  Committee  would  move  in  that  direc- 
tion, I  know  this  is  not  the  subject  matter  today,  but  how  many 
more  employees  would  you  need  in  order  to  do  the  job? 

Mr.  Weise.  Well 

Mr.  Ford.  Or  could  you  maintain  the  same  work  force  and  re- 
spond to  the  job  and  generate  more  revenue  imder  this? 

Mr.  Weise.  Mr.  Chairmsm,  I  would  believe  if  all  of  that  were  to 
take  place,  that  we  would  have  the  existing  360  some  auditors  be 
more  effective  in  doing  the  job  that  they  are  doing  now,  and  you 
would  see  a  direct  increase  of  revenue — ^additional  revenue  col- 
lected. 

Clearly  we  feel  if  we  had  additional  auditors,  we  could  collect 
more,  but  we  are  not  here  to  try  to  advocate  that.  We  understand 
and  we  are  working  with  the  administration  to  try  to  reduce  the 
total  number  of  resources  we  have  within  the  Customs  Service  to 
meet  his  targets. 

We  know  we  have  got  a  very  difficult  fiscal  deficit  that  this  Presi- 
dent is  trying  to  get  a  handle  on  and  we  are  a  supporter  of  that. 
So  we  are  not  coming  here  even  deluding  ourselves  that  there  is 
anjrthing  in  the  cards  that  is  going  to  result  in  additional  auditors 
for  us. 

I  think  we  are  trying  to  make  sure  that  the  auditors  that  we 
have  have  all  the  necessary  resources  available  to  them  to  make 
them  as  efficient  and  effective  as  they  possibly  can  be  and  we  feel 
this  kind  of  change  would  make  them  more  effective. 

Mr.  Ford.  Mr.  Herger. 

Mr.  Herger.  Thank  you,  Mr.  Chairman. 

Just  in  general  I  certainly  want  to  support,  and  I  believe  all  of 
us  do,  ensuring  that  we  collect  those  taxes  that  are  due  the  Federal 
Government  because  when  we  don't,  all  those  who  are  paying  their 
honest  share,  end  up  paying  more  than  their  honest  share. 

I  also  share  the  concern,  though,  of  my  colleague,  Mr.  Hancock, 
in  that  we  not  go  on  fishing  expeditions  and  that  is  a  fine  line  we 
walk,  and  I  just  want  to  express  that  to  begin  with. 

But  my  understanding  is  that  the  Tax  Code  already  prohibits  re- 
lated parties  from  claiming  a  higher  value  under  income  tax  than 
they  claim  for  Customs'  purposes.  I  guess  my  question  is,  why  is 
this  taking  place?  Is  there  a  discrepancy  and  if  there  is,  why? 

Mr.  Weise.  Mr.  Herger,  you  are  correct.  That  is  in  the  law  now. 
The  difficulty  is  that  without  the  exchange  of  information — ^first  of 
all,  that  is  something  that  is  in  the  Internal  Revenue  Code  so  that 
is  an  issue  for  the  IRS  when  they  are  looking  at  assessing  taxes, 
they  need  to  have  the  Customs'  value  to  compare  it  in  order  to 
carry  out  the  intent  of  that  statute. 

It  is  not  something,  however,  because  we  don't  have  the  informa- 
tion provided  to  us,  where  it  really  becomes  a  Customs'  issue.  So 
that  is  an  important  statute.  It  does  seem  to  me  that  what  we  are 
talking  about  this  morning  would  be  helpful  in  making  sure  that 
that  statute,  which  is  in  law  now,  is  effectively  carried  out. 

Mr.  Herger.  Would  you  feel  that  using  the  computer — where  we 
are  able  to  compare  this — would  be  helpful  to  you?  Is  there  a  sys- 
tem for  doing  that  now? 
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Mr.  Inch.  I  wall  tell  you,  I  think  that  would  be  a  difficult  process, 
a  difficult  matching  process.  There  isn't  a  one-for-one  so  to  speak 
correlation  between  the  numbers  we  are  looking  at  here.  When 
doing  an  audit  and  coming  off  the  IRS  cost  of  goods  sold,  there  are 
a  lot  of  adjustments  that  need  to  be  made  to  that  figure  to  come 
to  Customs'  value. 

I  mean,  a  simple  example  just  would  be  the  cost  of  goods  sold  fig- 
ure would  include  both  foreign  and  domestic  purchases.  So  that  is 
a — we  have  thought  about  it,  but  it  seems,  at  least  on  the  surface, 
that  that  would  be  a  difficult  matching  process  in  that  there  is  rec- 
onciliation work  that  needs  to  go  on  there. 

Mr.  Herger.  Is  your  feeling  then  that  this  would  not  be  a  fea- 
sible pursuit? 

Mr.  Inch.  Right  now,  yes. 

Mr.  Herger.  I  don't  have  any  further  questions,  Mr,  Chairman, 

Mr.  Ford.  Well,  I  think  this  is  going  to  sort  of  wrap  it  up.  Com- 
missioner. 

Just  one  final  note.  The  Internal  Revenue,  it  provides  informa- 
tion, tax  return  information  to  Mexico  for  taxing  purposes;  is  that 
correct? 

Mr.  Weise,  My  understanding  is  that  under  6103  they  are  per- 
mitted to  share  tax  information  with  foreign  governments,  but  not 
with  the  Customs  Service. 

Mr.  Ford.  And  thev  do  that,  right? 

Mr.  Weise.  To  my  knowledge,  tney  do  that. 

Mr.  Ford.  And  you  are  down  the  hall  and  can't  get  it  provided 
to  you? 

Mr.  Weise.  That  is  my  understanding, 

Mr.  Ford.  I  am  not  trying  to  create  a  problem.  That  is  not  a 
major  issue  here.  We  just  want  to  look  at  it  and  try  to  respond  to 
the  problems  on  the  6103  and  hopefully  you  will  continue  your  dia- 
log and  a  good  working  relationship  with  the  Commissioner  of  IRS 
and  those  at  Treasury. 

Mr.  Weise.  If  you  would  allow  me,  Mr,  Chairman,  to  say  that  I 
do  understand  the  concerns  of  the  Internal  Revenue  Service  and 
their  whole  viability  depends  on  compliance  and  they  need  to  be  as- 
sured that  this  information  that  is  given  to  them  is  kept  in  close 
confidence,  and  I  can  understand  their  worry  about  once  you  ex- 
pand the  universe  of  individuals  or  agencies  that  have  this  avail- 
able to  them,  that  there  is  a  potential  threat  that  may  undermine 
their  fundamental  mission. 

So  I  want  to  work  very  closely  with  the  Internal  Revenue  Serv- 
ice, with  the  Treasury  Department  in  trying  to  assure  that  we  are 
able  to  come  up  with  a  solution  that  addresses  their  concerns  as 
well  as  ours  so  that  the  U,S,  Government  in  general  is  working  as 
effectively  as  we  possibly  can  to  carry  out  our  diverse  missions, 

Mr,  Ford,  Thank  you  very  much,  and  I  am  sure  that  the  Chair- 
man of  the  subcommittee  will  have  additional  questions  that  he 
will  probably  reduce  to  writing  and  send  over  to  you. 

As  I  said  in  the  opening  session,  Mr,  Pickle  is  attending  a  fu- 
neral in  Texas  of  one  of  his  prominent  and  very  close  friends, 

I  think  that  you  have  done  a  good  job  today  in  demonstrating 
that  Customs  can  effectively  and  efficiently  use  tax  return  informa- 
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tion  in  the  course  of  auditing  the  value  of  goods  imported  into  the 
United  States. 

It  is  clear  that  Customs  could  better  enforce  our  trade  laws  and 
better  collect  the  appropriate  level  of  duties,  taxes  and  fees  if  it  had 
access  to  tax  return  information. 

We  should  explore  how  Customs  might  be  given  access  to  tax  re- 
turn information  and  what  limits,  if  any,  should  be  imposed  on 
that  access.  To  that  end,  we  should  discuss  this  matter  with  the 
IRS  Commissioner  and  tne  appropriate  Treasury  Department  offi- 
cials and  hopefully  we  can  come  to  some  resolution  in  giving  Cus- 
toms an  opportunity  to  generate  more  revenue  in  this  particular 
area. 

You  certainly  have  expressed  that  clearly  to  this  subcommittee 
today.  We  do  appreciate  it.  We  appreciate  you  and  appreciate  your 
expertise  in  this  area  and  want  vou  to  know  that  we  stand  readv 
to  assist  and  to  work  with  you  because  it  is  an  area  that  we  all 
are  concerned,  both  Republicans  and  Democrats,  in  seeing  how  we 
can  generate  more  revenue  dollars  to  the  Treasury  at  a  time  that 
it  is  so  badly  needed. 

Again,  this  subcommittee  would  like  to  thank  you  and  those  who 
have  accompanied  you  to  the  subcommittee  today  and  we  look  for- 
ward to  a  continuing  relationship  with  you. 

Mr.  Weise.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Ford.  Again,  thank  you  very  much. 

There  are  no  further  questions  from  the  other  Members  of  the 
committee.  That  will  conclude  the  business  of  the  subcommittee 
today  and  I  will  adjourn  the  committee  at  this  time. 

[Whereupon,  at  10:45  a.m.,  the  hearing  was  adjourned.] 

[Submissions  for  the  record  follow:] 
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STATEMENT  OF  THE  AMERICAN  ASSOCIATION  OF  EXI'ORTERS  AND  IMPORTERS 

The  American  Association  of  Exporters  and  Importers  (AAEI)  is  a 
national  organization  comprised  of  approximately  1,200  U.S. 
company-members  who  export,  import,  distribute  and  manufacture  a  wide 
range  of  products,  including  chemicals,  electronics,  machinery, 
footwear,  food,  toys,  specialty  items,  textiles  and  apparel.  Members 
also  include  firms  and  companies  which  serve  the  international  trade 
community,  such  as  customs  brokers,  freight  forwarders,  banks, 
attorneys,  insurance  firms  and  carriers. 

The  issue  before  the  Subcommittee  on  Oversight  is  whether  Internal 
Revenue  Service  (IRS)  records,  in  particular  tax  returns  of 
importers,  should  be  made  available  to  U.S.  Customs  for  the  purpose 
of  aiding  in  the  detection  of  underpayment  of  duties  (and/or  taxes) 
by  importers  and  U.S.  importers  related  to  foreign  corporations. 

AAEI  strongly  opposes  the  wholesale  opening  of  IRS  files  to  Customs. 
Customs  already  has  more  than  adequate  powers  of  investigation  and 
enforcement  and  the  contemplated  broadening  of  those  powers  would  do 
more  harm  than  good. 

It  should  be  made  clear  at  the  outset  that  AAEI  does  not  condone  the 
falsification  by  importers  of  any  reports,  returns  or  records,  or 
failure  by  importers  to  pay  proper  duties  and  taxes.  Those  who 
attempt  to  defraud  the  government  are  rightly  liable  for  civil  and 
criminal  penalties.  It  is  also  important  to  recognize  the  harm  they 
cause  to  the  rest  of  the  importing  community,  for  as  a  result, 
industry  must  bear  more  than  its  fair  share  of  the  tariff/tax  burden. 
The  Association's  opposition  to  the  release  of  IRS  records  to  Customs 
in  no  way  pardons  importer  misconduct,  nor  does  AAEI  seek  to 
complicate  Customs'  enforcement  task. 

Under  existing  law.  Customs  has  very  broad  and  sufficient  access  to 
all  relevant  information  in  every  importer's  files.  Section  509  of 
the  Tariff  Act  of  1930,  as  amended  (19  U.S.C.  1509),  already  provides 
that  Customs  may  examine  "any  record,  statement,  declaration  or  other 
document  .  .  .  which  may  be  relevant"  to  its  investigation  or  inquiry 
"conducted  for  the  purpose  of  ascertaining  the  correctness  of  any 
entry,  for  determining  the  liability  of  any  person  for  duty  and  taxes 
due,  .  .  .  for  determining  liability  for  fines  and  penalties,  or  for 
insuring  compliance  with  the  laws  of  the  United  States."  Thus,  to 
the  extent  any  record  is  at  all  relevant  to  Customs  issues,  the 
agency  currently  has  clear  statutory  authority  to  have  access  to  it. 
Indeed,  we  know  of  no  complaint  by  Customs  that  its  investigatory 
powers  are  inadequate. 

The  fact  is  the  figures  in  a  tax  return  will  usually  not  be  directly 
relevant  to  a  Customs  audit.  For  example,  the  importer  generally 
deals  partly  in  domestic  goods,  partly  in  duty-free  imports,  or  in 
partly  duty-free  goods  (e.g.,  because  of  U.S. -origin  components  or 
engineering  design) .  While  the  tax  return  will  show  figures  for  the 
whole  business,  or  a  whole  line  of  business.  Customs  must  focus 
primarily  on  the  dutiable  portion  of  the  imports.  Customs  is 
interested  in  other  information,  as  well,  but  the  utilization  of  tax 
returns  to  obtain  this  information  is  entirely  unnecessary  as 
illustrated  by  Customs'  testimony  at  the  June  17  hearing. 

At  the  hearing.  Customs  Commissioner,  George  Weise,  testified  that 
access  to  tax  returns  would  assist  the  Customs  Service  in  verifying 
entered  values.  His  testimony  included  examples  of  audit  cases  in 
which  Customs  believes  access  to  IRS  information  was  valuable.  In 
the  first  case.  Customs  found  substantial  undervaluation  based  upon 
the  importer's  tax  return  and  substantiating  records.  While  the 
Commissioner's  testimony  provides  only  the  bare  outlines  of  this 
incident,  it  is  clear  that  the  records  relied  upon  by  Customs  were 
not  tax  returns  per  se,  but  the  substantiating  records.  In  all 
likelihood,  these  substantiating  records  were  precisely  the  records 
to  which  Customs  normally  has  access  in  audits,  and  otherwise,  under 
Section  509  of  the  Tariff  Act  of  1930  (19  U.S.C.  Section  1509). 

In  the  second  example,  an  importer  claimed  no  relation  to  his  foreign 
supplier.   Access  to  the  importer's  personal  tax  returns  showed  that. 
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in  fact,  the  importer's  only  source  of  income  was  from  the  foreign 
supplier.  This  revelation  led  to  further  inquiries,  and  Customs 
ultimately  determined  that  the  importer  had  undervalued  the  imported 
merchandise.  However,  examination  of  an  importer's  personal  tax 
returns  which  leads  to  the  discovery  of  undervaluation  hardly 
exemplifies  the  usual  case. 

The  third  example  does  not  appear  to  pertain  to  Customs  issues  at 
all.  An  examination  of  tax  returns  by  Customs'  auditors  revealed  the 
possibility  that  the  tax  returns  were  inaccurate.  Presumably,  the 
IRS  would  have  found  the  same  error  in  an  audit. 

In  the  final  instance,  Customs  examined  the  records  of  an  importer 
who  had  claimed  a  Customs  value  of  $28,000,000  for  goods  imported 
over  a  two-year  period.  In  examining  the  importer's  tax  returns, 
Customs  uncovered  the  amount  claimed  as  cost  of  goods  sold  was 
$119,000,000.  The  discrepancy  was  referred  to  the  IRS.  Presumably, 
the  referral  to  the  IRS  meant  that  the  Customs  entries  were  correct. 

These  examples  do  not  justify  the  examination  of  tax  returns  by  the 
Customs  Service.  As  noted  earlier,  there  are  numerous  circumstances 
which  would  justify  an  apparent  discrepancy  between  the  cost  of  goods 
reported  for  Customs  purposes  and  IRS  purposes  (even  one  of  the 
magnitude  cited  in  the  fourth  example  above) .  The  imported  goods 
could  be  components  used  in  manufacturing  operations  by  the  importer 
which  would  explain  a  seeming  disparity  between  entered  value  and 
cost  of  goods  reported  for  IRS  purposes. 

The  examples  provided  in  Commissioner  Weise's  testimony  do  not 
substantiate  the  need  for  Customs'  access  to  tax  returns  or  the 
argument  that  such  access  will  assist  the  Customs  Service  in  its 
efforts  to  ensure  the  accuracy  of  entered  values.  Actually,  in  two 
of  the  four  instances  cited  by  Customs,  access  to  the  tax  returns  did 
not  reveal  any  problems  for  Customs.  Therefore,  providing  routine 
access  to  tax  returns  by  the  Customs  Service  would  lead  to  a  massive 
government  fishing  expedition. 

FUi'thermore ,  it  is  most  certainly  incorrect  that  an  importer  must  pay 
either  duty  or  tax  on  every  item  of  value  which  is  imported  and 
resold  A  very  large  portion  of  U.S.  imports  enter  entirely 
duty-free,  and  even  those  who  pay  duty  often  include  elements  of  cost 
which  are  not  dutiable — for  example,  American  components  assembled 
abroad,  or  the  U.S.  design  and  engineering  cost  on  products 
manufactured  abroad  to  the  importers'  specifications.  Thus,  there 
are  some  cases  in  which  tax  returns  contain  information  useful  to  a 
Customs  auditor,  but  not  often  enough  to  justify  providing  Customs 
with  complete  access  to  IRS  files  without  a  showing  of  need  and  an 
opportunity  for  the  importer  to  explain  why  the  two  sets  of  figures 
may  not  be  designed  to  measure  the  same  thing. 

The  present  subject  appears  to  have  grown  out  of  or  become 
intertwined  with  the  subject  of  Section  1059A  of  the  Internal  Revenue 
Code.  However,  as  confirmed  by  the  General  Accounting  Office  and  the 
General  Counsel  of  the  Treasury  Department,  this  law  says  only  that 
IF  the  same  element  of  cost  is  included  in  both  the  dutiable  value 
and  the  cost  of  goods  sold,  that  element  may  not  be  taken  at  a  higher 
value  for  tax  deduction  purposes  than  for  duty  payment.  This 
unexceptionable  provision  in  no  way  purports  to  equate  dutiable  value 
with  the  cost  of  goods  sold  -  as  noted  above,  they  do  not  measure  the 
same  thing,  and  often  differ.  In  any  event,  the  existing  U.S. 
Customs  valuation  law  is  based  on  a  multinational  agreement  (the  GATT 
Customs  Valuation  "Code",  largely  drafted  by  the  U.S.  for  the 
protection  of  its  exporters)  which  was  implemented  by  Congress  in  the 
1979  Trade  Agreements  Act.  Any  departure  from  the  Code  would  not 
only  violate  a  solemn  international  undertaking,  but  would  be  an 
invitation  to  our  trading  partners  to  retaliate  against  American 
exports  by  reinterpreting  their  domestic  laws  implementing  the  Code. 

AAEI  thanks  the  Subcommittee  on  Oversight  for  the  opportunity  to 
present  the  views  of  its  members  on  this  important  issue. 
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I.       INTRODUCTION 

These  comments  are  submitted  on  behalf  of  the  Floral  Trade  Council,  pursuant 
to  the  Honorable  J.J.  Pickles  June  11.  1993.  announcement  of  a  hearing  on  the  ability  of 
the  L'  S.  Customs  Service  ("Customs")  to  determine  accurately  the  value  of  imported  goods 
entering  the  United  States.  The  Floral  Trade  Council  is  a  U.S.  trade  association  the 
iTiajority  of  whose  members  are  domestic  producers  or  wholesalers  of  fresh  cut  flowers  in 
the  United  States  and  is  located  at  1 152  Haslett  Road,  Haslett,  Michigan  48840  (telephone 
(517)339-9765). 

The  United  States  is  a  major  market  for  imported  fresh  cut  flowers.  Both 
regular  and  special  duties  are  deposited  on  imported  fresh  cut  flowers.*  As  the  petitioner 
and  an  interested  party  in  several  of  the  U.S.  Department  of  Commerce,  International  Trade 
Administration's  ("FTA")  antidumping  and  countervailing  duty  proceedings,  the  Floral 
Trade  Council  has  a  special  interest  in  Customs'  liquidation  of  entries  pursuant  to  those 
orilers  as  well  as  its  collection  of  regular  custoins  duties. 


Speciid  duties  include  antidumping  ;iiid  countervailing  duties.  Antidumping  durv 
orders  are  in  effect  for  certain  r\-pes  <>f  fresh  cut  flowers  imported  from  Colombia. 
Mexico.  Chile.  Ecuador,  aiul  Kenya.  <r('untervailing  duty  orders  on  cenain  fresh  cut 
flowers  are  in  effect  for  Ecuador.  Chile,  the  Netherlands.  Israel,  and  Peru. 
Countervailing  duty  suspension  agreements  are  in  place  between  the  United  States  and 
Colombia  and  the  United  States  and  Costa  Rica.  Certain  Fresh  Cut  Flowers  from 
Colombia.  52  Fed.  Reg.  6842  (Dep"t  Comm.  1987)  (Final  LTFV  Deter.);  Miniature 
Carnations  from  Colombia.  52  Fed.  Reg.  1353  (Dep't  Comm.  1987)  (Suspension  of 
Inve,st.);  Roses  and  Other  Fresh  Cut  Flowers.  51  Fed.  Reg.  44,930  (Dep't  Comm. 
1986)  (Suspension  of  Invest);  Cenain  Fresh  Cut  Flowers  from  Costa  Rica.  52  Fed. 
Reg.  1356  (Dep"t  Comm.  1987)  (Suspension  of  Invest.);  Certain  Fresh  Cut  Flowers 
from  Mexico.  52  Fed.  Reg.  6361  (Dep't  Comm.  1987)  (Final  LTFV  Deter);  Certain 
Fresh  Cut  Flowers  from  Ecuador.  52  Fed.  Reg.  2128  (Dep't  Comm.  1987)  (Final 
LTFV  Deter.);  Certain  Fresh  Cut  Flowers  from  Ecuador.  52  Fed.  Reg.  1361  (Dep't 
Comm.  1987)  (Final  CVD  Deter);  Cenain  Fresh  Cut  Flowers  from  Chile.  52  Fed. 
Reg.  3313  (Dep't  Comm.  1987)  (Final  CVD  Deter.);  Standard  Carnations  from  Chile, 
52  Fed.  Reg.  8939  (Dep't  Comm.  1987)  (Order);  Cenain  Fresh  Cut  Flowers  from  Peru. 
52  Fed.  Reg.  13,491  (Dep't  Comm.  1987)  (Final  CVD  Deter.);  Fresh  Cut  Roses  from 
Israel.  45  Fed.  Reg.  58,516  (Dep't  Comm.  1980)  (Final  CVD  Deter.);  Certain  Fresh 
Cut  Flowers  from  Kenya.  52  Fed.  Reg.  13,490  (Dep't  Comm.  1987)  (Order). 
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Imported  fresh  cut  flowers  are  sold  on  both  a  direct  and  a  consignment  basis  in 
the  United  States.  See,  e.g..  Competitive  Conditions  in  the  U.S.  and  World  Markets  for 
Fresh  Cut  Roses.  Inv.  No.  332-263.  USITC  2178,  at  3-13  (April  1989);  Certain  Fresh  Cut 
Flowers  From  Canada.  Chile.  Colombia.  Costa  Rica.  Ecuador.  Israel,  and  the  Netherlands. 
Inv.  Nos.  701-TA-275-78  (Final).  USITC  1956.  at  A-32  (March  1987).  When  flowers  are 
to  be  sold  on  consignment,  however,  flower  importers  are  unable  to  report  actual 
transaction  values  to  Customs  at  the  time  of  entry.  Because  Customs  collects  duties  on  the 
basis  of  the  importers'  claimed  transaction  value,  the  issue  of  whether  or  not  Customs  can 
determine  accurately  the  imported  value  of  merchandise  is  particularly  complex  for 
consignment  sales.  As  a  result.  Customs  has  chosen  to  assign  the  major  flower  types 
inontlily  "transaction  values"  for  flower  imports  entered  on  consignment. 

For  the  reasons  expressed  below,  the  Floral  Trade  Council  urges  this 
Subcommittee  to  adopt  legislation  addressing  Customs'  valuation  of  consigned 
merchandise.  Section  402  of  the  Tariff  Act  of  1930,  as  amended  (19  U.S.C.  §  1401a). 
should  be  further  amended  to  require  importers  to  declare  as  the  "transaction  value"  upon 
entry  the  highest,  arm's-length  price  at  which  like  merchandise  was  sold,  by  contract,  in  the 
United  States  or  a  third  country  within  the  last  sixty  days  as  the  "transaction  value"  for 
customs  purposes. 

n.  THE  SUBCOMMITTEE  SHOULD  CONSIDER  REVISING  19  U.S.C.  §  1401a  TO 
PROVIDE  ALTERNATIVE  REPORTING  REQUIREMENTS  FOR  IMPORTERS 
WITH  CONSIGNMENT  SALES 

A.       Customs'    Assigned    Transaction    Values    Can    Result    In    Inaccurate    Dury 
Collection 

Pursuant  to  Section  402(a)(1)  of  the  Tariff  Act  of  1930,  as  amended,  (19  U.S.C. 
§  1401a(a)(r)),  Customs  has  six  possible  bases  on  which  to  appraise  imports,  in  the 
following  order  of  preference;  (I)  transaction  value  of  imported  merchandise;  (2) 
transaction  value  of  identical  merchandise;  (3)  transaction  value  of  similar  merchandise;  (4) 
deductive  value;  (5)  computed  value;  (6)  derivative  value  (derived  from  choices  established 
in  §  1401(0).  See  also  19  C.F.R.  152.  Although  transaction  value  is  the  preferred  basis  for 
appraisement,  flower  importers  cannot  report  actual  transaction  values  for  entries  to  be  sold 
on  consignment.  According  to  |0  US  C.  §  1401  a(b).  transaction  value  is  the  "price 
actually  paid  or  payable  for  the  mercliandise    when  sold  for  exportation  to  the  United  States. 

Customs  has  developed  a  methodology  to  address  the  reporting  needs  of 
importers  of  fresh  cut  flowers  entered  on  consigrunent.  Customs  assigns  these  entries  a 
proxy  transaction  value  pursuant  to  19  U.S.C.  §  1401a(c).  Every  month.  Customs  issues 
"transaction  values"  for  each  major  type  of  flower  on  country-specific  information 
bulletins.  According  to  the  information  bulletins,  the  prices  of  fresh  cut  flower  imports  are 
"derived  from  direct  sales  of  fresh-cut  flowers  exported"  from  the  foreign  country.  See. 
e.g..  Information  Bulletin  No.  91-110  (12/30/91).  The  values  listed  on  the  information 
bulletins  also  appear  to  be  based  on  sales  prices  of  flowers  sold  during  the  preceding 
month(s). 

Unlike  the  scenario  where  the  importer  reports  values  for  imported  merchandise 
that  {lo  not  comport  with  its  tax  returns,  it  is  Customs  that  is  forced  to  assign  the  values  to 
imported  merchandise  in  the  case  of  consignment  sales  of  fresh  cut  flowers.  As  a  result,  the 
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assigiietl  values  can  undercollect  eslunaleil  tlutres.  For  example.  Customs'  information 
bulletins  on  cenain  fresh  cut  flowers  from  Colombia  during  January  through  July  1992 
appear  to  understate  as  well  as  overstate  import  prices  compared  to  prices  during  the  same 
period  from  (1 )  the  US  Department  of  Agriculture's  Ornamental  Crop  Reports,  and  (2)  the 
calculated  FAS  Colombia  pnce  (the  Ornamental  Crop  Reports  price  minus  commissions 
(the  highest  publicly  available  rate),  insurance,  freight,  and  U.S.  duty  as  reported  in  the  US. 
Department  of  Commerce  import  statistics). 

The  inaccuracy  of  Customs'  assigned  values  is  due,  in  part,  to  the  source  of 
Customs'  data.  Customs  appears  to  rely  on  sales  prices  from  the  preceding  month(s). 
Reliance  on  prices  in  different  months  may  be  reasonable  for  less  price-sensitive 
merchandise.  Prices  for  fresh  cut  flowers,  however,  can  vary  significantly  from  month  to 
month.  With  respect  to  roses,  the  U.S.  International  Trade  Commission  has  noted: 

The  market  price  for  fresh  cut  roses  is  especially  sensitive  to 
changes  in  quantities  demanded.  The  demand  for  roses  is  high  at 
Easter.  Mother's  Day,  Memorial  D.iy,  Thanksgiving,  Hanukkah,  and 
Christmas,  reaching  the  pe;ik  on  Valentine's  Day.  Prices  are  low 
and  stable  during  the  summer  as  a  result  of  low  demand.  The  price 
of  roses  is  also  affected  by  unexpected  changes  in  the  supply  of 
roses. 

See  USITC  2178,  at  3-13.  As  a  result,  consignees  have  a  competitive  advantage  over 
direct  shippers  when  Customs'  assigned  values  are  low. 

In  this  regard.  Customs'  assigned  values  are  unable  to  capture  the 
interrelationship  of  impori  volumes  and  value.  For  example,  in  months  with  holidays,  such 
as  February  (Valentine's  Day)  and  May  (Mother's  Day),  prices  will  be  higher  than 
average  But,  because  Customs  uses  the  value  from  a  previous  month  to  estimate  the 
entered  value,  the  entered  value  during  February  and  May  will  undervalue  the  flowers  in 
those  months.  Conversely,  in  March  and  June,  when  imports  fall  off  substantially,  even 
though  the  estimated  entered  value  is  relatively  high,  it  will  not  generate  the  same  revenue 
lost  during  high  volume  (high  value)  months. 

Moreover,  under  the  present  system.  Customs  is  not  likelv  to  be  .npprised  of  the 
actual  "price  paid  or  payable"  in  the  I'niteil  .States  within  the  meaning  of  19  U.S.C  § 
1401  a(b).  Due  to  the  nature  of  consigrunent  sales,  the  imponer.  whether  or  not  related  to 
the  foreign  producer/exporter,  will  "reduce"  the  amount  remitted  to  a  foreign 
producer/e.xporter  by  subtracting  from  the  gross  price  box  charges,  air  freight,  impon 
duties,  and  commissions.  If  the  importer  is  related,  the  importer  can  provide  "assists""  to  the 
foreign  producer  by  paying  the  producer/exporters'  royalties  or  providing  mother  plants  or 
cuttings,  or  otherwise.  This,  too.  could  lead  to  undervaluation  of  the  flowers  on  entry  and  is 
the  value  reported  to  Customs.  For  these  reasons,  the  amount  remitted  to  the  foreign 
producer/exporter  is  unlikely  to  resemble  an  actual  transaction  value  paid  or  payable  by  the 
ultimate  customer.  An  importer  can  also  defraud  Customs  by  reponing  an  unnecessarily 
reduced  gross  price  to  reduce  its  customs  duty  liability.  And,  given  the  sheer  volume  of 
triuisactions.  Customs  is  too  overburdened  to  monitor  the  actual  transaction  values  of  these 
imports. 
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B.       Customs'  Assigned  Transaction  Values  On  Fresh  Cut  Flowers  Imported  On 
Consignment  Render  Inoperative  19  U.S.C.  ^  1673a(a) 

Prior  to  the  Trade  Agreements  Act  of  1979.  the  antidumping  duty  statute 
provided  Customs  with  the  power  to  self-initiate  an  antidumping  duty  proceeding.  Pursuant 
to  19  U.S.C.  §  1673a(a).  ITA  now  has  the  power  to  self-initiate  antidumping  duty 
proceedings  when  an  investigation  is  warranted  based  on  "information  available  to  it." 
Similarly,  an  interested  party  may  file  a  petition  on  behalf  of  the  domestic  industry 
requesting  the  initiation  of  an  antidumping  duty  proceeding.  19  U.S.C.  §  1673a(b).  ITA's 
statutory  role  in  administering  the  antidumping  duty  law,  however,  is  severely  hampered  by 
the  inadequate  reporting  of  import  values  of  fresh  cut  flowers. 

Customs'  use  of  assigned  values  limits  the  usefulness  of  U.S.  import  statistics. 
Import  statistics  are  an  invaluable  tool  in  determining  the  reasonableness  of  prices  on 
imported  merchandise.  Through  a  comparison  of  quantity  and  value  data  derived  from 
import  statistics  to  information  it  has  on  the  product's  "fair  value,"  ITA  can  determine  the 
extent  of  any  dumping  margin  caused  by  sales  of  imported  merchandise.  Likewise,  a 
domestic  industry  can  compare  quantity  and  value  data  in  import  statistics  to  its  own 
prices.  Section  I673a(a),  however,  is  rendered  inoperative  in  the  case  of  fresh  cut  flowers. 

The  U.S.  Department  of  Commerce,  Bureau  of  the  Census  compiles  its  import 
statistics  based  on  the  information  importers  report  on  consumption  entry  forms,  including 
assigned  transaction  values.  Monthly  import  statistics  do  not  differentiate  between  imports 
entered  pursuant  to  a  consignment  sale  or  imports  entered  pursuant  to  a  final  invoice.  As  a 
result,  neither  ITA  nor  the  potential  petitioner  in  an  antidumping  duty  proceeding  is  able  to 
rely,  to  the  same  extent  as  they  would  for  other  products,  on  the  import  statistics. 
Although  there  may  be  little  pressure  for  Customs  to  assign  accurate  values  to  flowers  that 
are  imported  duty-free  under  the  various  bilateral  agreements  and  preferential  programs. 
Customs'  administration  of  19  U.S.C.  §  1401a  should  not  interfere  with  the  proper 
functioning  of  19  U.S.C.  §  I673a(a). 


C.  ITA  Should  Instruct  Customs  To  Calculate  The  Estimated  Duty  Deposit  Rate 
and  The  Assessment  Rate  For  AVntidumpuig  Duties  With  A  More  Re;Uistic 
Entered  Value  Figure 

Customs"  assignment  of  transaction  values  (or  entered  values)  to  consigrunent 
sales  of  fresh  cut  flowers  also  affects  ITA's  calculation  and  Customs"  collection  of 
antidumping  duties  on  flowers  covered  by  an  order.  At  the  present  time.  Customs  assesses 
antidumping  duties  on  post-shipment  sales  (or  "exporters  sales  price  sales")  by  multiplying 
the  entered  value  (or  assigned  transaction  value)  by  the  assessment  rate.  The  assessment 
rate  is  (1)  the  difference  between  foreign  market  value  and  the  U.S.  price  (potential 
uncollected  dumping  duty  or  "PUDD")  calculated  by  ITA  during  a  proceeding,  and  (2) 
divided  by  the  entered  value  (such  as  the  assigned  transaction  value  in  the  case  of  flowers 
on  consignment).  In  contrast.  Customs  collects  estimated  deposits  of  antidumping  duties 
on  exporters  sales  price  sales  by  multiplying  the  entered  value  (or  assigned  transaction 
value)  of  the  merchandise  by  the  estimated  duty  deposit  rate.  The  estimated  duty  deposit 
rale     is    (I)    the     difference     between     foreign    market     value    and    the     U.S.     price 
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(p<iienti:il  uncollected  dumping  duty  or  "PL'DD")  c.ilculaied  by  ITA  during  a  proceeding, 
ami  (2)  tlivided  by  the  net  U.S.  price.  If  the  U.S.  price  does  not  equal  the  enieretl  value  of 
the  flowers,  then  the  amount  of  duty  collected  when  the  estimated  rate  is  applied  to  an 
entered  value  will  under-  or  over-coUect  antidumping  duties. 

Furthermore,  it  is  clear  that  the  discrepancy  between  the  actual  sales  price 
reported  to  ITA  during  the  course  of  the  antidumping  duty  proceedings  and  the  entered 
value,  or  assigned  transaction  value  in  the  case  of  flowers  imported  on  consignment,  can 
have  a  huge  impact  on  Customs'  duty  collection.  SfiS  19  U.S.C.  §  1675(a)(1)(B)  &  (2).  For 
example,  assume  that  10.000  standard  carnations  entered  the  United  States  during  January 
l'J92  and  were  resold  by  consignment  agents  at  $.10  each  (Lt,  $1,000  total).  Assume 
funher  that  the  foreign  market  value  for  these  carnations  was  $.15  each.  The  PUDD  would 
ilieii  equal  $.05  per  stem  ($500).  The  estimated  dury  deposit  rate  on  this  basis  would  be 
$.(),'i/  10  =  50  percent.  Yet.  if  the  50  percent  duty  deposit  rate  is  then  applied  to  an  entered 
value  (or  assigned  transaction  value)  of  $.06.  the  actual  duty  assessed  will  equal  $.03  per 
stem  ($300  total).  In  contrast,  the  assessment  rate  for  the  same  entry  would  be  $.05/. 06  = 
83  percent  applied  to  an  entered  value  of  $.06  would  result  in  the  collection  of  $.05  per 
stem  ($500  total).  Both  calculation  methodologies  can  undercollect  antidumping  duties 
when  Customs'  assigned  transaction  value  ($.06)  is  used  instead  of  the  entered  value  ($.10) 
for  purposes  of  duty  collection.  Consequently,  the  Floral  Trade  Council  would  support 
ITA's  use  of  a  revised  entered  value  that  reflects  commercial  reality  as  well  as  the  use  of 
entered  value  as  the  denominator  in  calculating  the  estimated  duty  deposit  rate  and  the 
assessment  rate. 

lU.    CONCLUSION 

Tlie  Floral  Trade  Council  urges  the  Subcommittee  to  consider  adopting 
legislation  that  would  resolve  Customs'  valuation  problems  presented  by  consignment 
sales.  The  sales  and  marketing  practices  in  this  industry  (1)  preclude  Customs  from 
monitoring  the  accuracy  of  final  valuation.  (2)  limit  the  usefulness  of  government  import 
■Statistics  rendering  19  U.S.C.  §  1673a(a»  inoperative,  and  (3)  funher  undermine  ITA's 
calculation  of  the  estimated  duty  deposit  rate  and  the  assessment  rate  used  to  collect 
antidumping  duties.  Therefore,  the  Subcommittee  should  amend  1^  U.S.C.  §  1401a  to 
allow  Customs  to  obtain  sales  "invoices"  from  importers/consignment  to  provide  Customs 
agents  with  a  more  realistic  "transaction  v.ilue"  for  cu.stoms  duty  purposes.  In  the  case  of 
consignment  sales,  the  sales  "invoice"  should  declare  the  highest,  arm's-length  price  at 
which  like  merchandise  was  sold,  by  contract,  in  the  United  States  or  a  third  country  within 
the  last  swty  days.  In  this  manner,  the  danger  of  under-collecting  customs  duties  and 
importer  fraud  is  minimized.  Because  the  importer  will  receive  interest  on  over-deposits  of 
estimated  antidumping  duties,  any  additional  burden  on  imports  is  offset.  19  U.S.C.  § 
1677g.  It  is  the  importer,  not  Customs,  that  is  most  able  to  assign  a  realistic  value  to 
merchandise  entered  on  consignment. 
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President 
David  F.  Machtel,  Jr.. 
xecutive  Directg 


ugene  L.  Stewart 
Terence  P.  Stewart 
James  R.  Cannon.  Jr. 
Amy  S.  Dwyer 

STEWART  AND  STEWART 
808  Seventeenth  Street.  N.W. 
Washington,  DC  20006 
Telephone:  (202)  785-4185 

Special  Counsel  to  the 
Floral  Trade  Council 


125 


BEFORE  THE 

SUBCOMMITTEE  ON  OVERSIGHT.  COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 


HEARING  TO  REVIEW  THE  U.S.  CUSTOMS  SERVICE'S 

ABILITY  TO  DETERMINE  ACCITRATELY  THE  VALUE  OF  IMPORTED  GOODS 

ENTERING  THE  UNITED  STATES 


WRITTEN  STATEMENT  OF  THE  TIMKEN  COMPANY 


July  8, 1993 


I.  INTRODUCTION 

These  comments  are  submitted  on  behalf  of  The  Timken  Company,  pursuant  to 
the  Honorable  J.J.  Pickle's  June  II,  1993,  announcement  of  a  hearing  on  the  ability  of  the 
U.S.  Customs  Service  to  detemiine  accurately  the  value  of  imported  goods  entering  the 
Uruted  States.  The  Timken  Company,  a  domestic  producer  of  tapered  roller  bearings, 
provides  its  written  comments  for  the  printed  record  in  the  captioned  hearing  as  follows. 
The  Timken  Company  believes  that  its  views  are  representative  of  the  domestic  bearing 
industry  and  will  provide  the  Committee  with  an  understanding  of  an  important  aspect  of 
the  Custom's  valuation  issue. 

In  a  domestic  industry  plagued  by  unfairly-traded  imports  from  abroad,  in 
particular  from  Japan,  The  Timken  Company  has  three  times  sought  relief  from  the  harm 
caused  by  such  imports  under  the  United  States  antidumping  law.  As  a  result  of  Timken's 
efforts,  antidumping  duty  orders  have  been  placed  on  imports  of  tapered  roller  bearings 
from  Japan,  Italy,  Romania,  Hungary,  the  People's  Republic  of  China,  and  Yugoslavia. 
The  relative  amounts  of  these  duties,  as  a  percentage  of  import  price,  have  been,  for  the 
most  pan,  quite  high.  Nonetheless,  it  has  been  The  Timken  Company's  experience  that  the 
amount  of  dumping  calculated  by  the  Commerce  Department  is  not  translated  into  a  duty 
that  fully  corrects  for  dumping  in  terms  of  resale  prices. 

In  part,  this  observed  fact  results  from  the  situation  that  the  major  and  primary 
importers  of  dumped  bearings  are  subsidiaries  of  the  Japanese  and  other  foreign  bearing 
producers.  Given  that  their  subsidiaries  pay  any  duties  and  given  that  the  entered  value  of 
the  imports  -  which  determine  the  amount  paid  -  is  most  often  set  on  the  basis  of  a  transfer 
price,  these  multinational  companies  can  blunt  the  impact  of  an  antidumping  duty  order 
through  intra-company  transfer  price.  This  poses  an  obvious  problem  for  customs  valuation. 

n.     MULTINATIONAL       COMPANIES       TRANSFER       FUNDS       BY 
MANIPULATING  TRANSFER  PRICES. 

It  is  well-recognized  that  multinational  corporations  ("MNCs")  transfer  funds 
internationally  through  administering  prices  between  member  entities.  As  explained  in 
Ernst  &  Young,  International  Transfer  Pricing,  Research  Report  No.  F-202  (1991): 
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If  an  MNC  wishes  to  move  funds  out  of  one  country,  it  may 
consider  charging  higher  prices  on  goods  sold  to  its  local  affiliate. 
Similarly,  an  MNC  may  indirectly  finance  an  affiliate  by  lowering 
the  prices  on  goods  sold  to  it.  [Emphasis  added.] 

Id.  at  2.    Ernst  &  Young  specifically  note  that  tariffs  and  taxes  can  be  minimized  through 
manipulation  of  related-party  prices.  International  Transfer  Pricing  at  4. 

These  realities  are  addressed  in  law.  In  the  context  of  antidumping  law, 
transactions  between  related  parties  may  be  disregarded  in  calculating  "constructed  value" 
if  a  panicular  price  "does  not  fairly  reflect  the  amount  usually  reflected  in  sales  in  the 
market  ***."  19  U.S.C.  §  1677b(e)(2).  Similarly,  in  customs  appraisement  law,  transfer 
prices  are  acceptable  for  valuation  only  when  they  approximate  arm's-length  prices,  i.e.. 
approximate  prices  charged  to  unrelated  buyers.  As  provided  in  19  U.S.C.  §  1401a(b), 
"transaction  value"  (the  preferred  basis  for  customs  appraisement)  applies  in  related-party 
importations  only  if  the  relationship  of  the  parties  did  not  influence  the  prices  between 
them,  or  if  the  prices  closely  approximate  another  basis  of  appraisement,  see  19  U.S.C.  § 
1401a(b)(2)(B)(ii),  such  as  the  "computed  value"  of  the  imported  goods.  "Computed  value" 
is,  of  course,  cost  of  production  plus  reasonable  profit,  19  U.S.C.  §  1401a(e),  meaning  that 
a  transfer  price  below  production  costs  will  not  be  regarded  as  arm's-length. 

Finally,  section  482  of  the  Internal  Revenue  Code,  26  U.S.C.  §  482,  authorizes 
the  Internal  Revenue  Service  to  reallocate  income  between  related  entities  when  necessary 
to  prevent  tax  evasion  or  otherwise  to  reflect  true  income  earned.  Numerous  cases 
demonstrate  the  mle.  See,  e.g..  E.I.  DuPont  de  Nemours  and  Co.  v.  United  States.  608  F.2d 
445,  450  (Ct.  CI.  1979),  cetr  denied.  445  U.S.  962  (1980);  Baldwin-Lima-Hamilton  Corp. 
V.  United  States.  435  F.2d  182,  185-87  (7th  Cir.  1970);  Eli  LiUy  and  Company  v.  United 
States.  372  F.2d  990,  1,000  (Ct.  Q.  1967).  In  each,  income  reallocation  was  necessary 
because  transfer  prices  could  not  be  used.  See  also  Federal  Tax  Regulations; 

Since  umelated  parties  normally  sell  products  at  a  profit,  an  arm's 
length  price  normally  involves  a  profit  to  the  seller. 

26C.F.R.  §  1.482-2(e)(l)(i)(1992). 

These  laws  are  all  consistent  with  commercial  reality  as  described  by  Ernst  & 
Young,  supra.  The  laws  recognize  that  artificially  low  transfer  prices  can  be  tantamount  to 
transfers  of  funds  and  that  such  prices  must  be  judged  by  objective  criteria. 

in.  THE  COVERAGE  OF  IMPORTED  GOODS  BY  AN  ANTIDUMPING 
OR  COUNTERVAILING  DUTY  ORDER  PROVIDES  FOREIGN 
PRODUCERS  WITH  SIGNfflCANT  INCENTIVES  TO  MANIPULATE 
TRANSFER  PRICES. 

In  the  case  of  imported  goods  covered  by  an  antidumping  duty  order,  the 
imposition  of  dumping  duties  provides  a  number  of  incentives  to  foreign  producers  to 
manipulate  transfer  prices  so  as  to  assist  a  U.S.  domestic  subsidiary.  For  example,  by 
lowering  their  transfer  prices,  foreign  producers  and  their  U.S.  subsidiaries,  first,  decrease 
the  amount  of  tegular  duty  paid  (which  is  a  percentage  of  the  entered  value),  and. 
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second,  finance  the  payment  of  any  antidumping  duties  owed. 

Also,  it  is  the  current  practice  of  the  Commerce  Department  to  instruct  the 
Customs  Service  to  collect  cash  deposits  of  antidumping  duties  based  on  an  ad  valorem  rate 
that  has  been  calculated  based  on  sales  prices;  that  is.  the  duty  deposit  rate  is  a  ratio  of  the 
amount  of  this  dumping  margin  divided  by  the  U.S.  price.  This  ratio,  expressed  as  a 
percentage,  is  then  applied  to  the  entered  value  of  imported  goods  when  customs  collects 
cash  deposits.  So,  if  the  entered  value  is  lower  than  the  U.S.  price  of  the  merchandise,  the 
duty  deposited  will  be  less  than  the  full  dumping  margin.  Where  a  U.S.  subsidiary  of  a 
foreign  producer  is  the  importer,  that  ad  valorem  rate  is  applied  to  transfer  price  rather  than 
sales  price  because  sales  prices  are  not  known  at  the  time  of  importation.  Hence  there  is  a 
strong  incentive  for  related  parties  to  adjust  transfer  prices  downwards  in  order  to  reduce 
the  dumping  duty  deposited.  This  permits  the  U.S.  subsidiary  to  continue  selling  without 
raising  its  U.S.  prices.  The  dumping  duties  are  thus  effectively  financed  by  the  off-shore 
parent. 

In  addition,  in  a  situation  involving  a  U.S.  subsidiary,  there  is  a  strong  incentive 
to  move  costs  from  the  subsidiary  to  the  parent  so  that  U.S.  resale  prices  will  not  be 
reduced  by  those  costs;  the  higher  the  U.S.  price,  the  lower  the  amount  of  dumping  found. 

In  fact,  the  Department  of  Commerce  has  recognized  one  form  of  funds  transfer 
that  may  be  accomplished  in  contravention  of  the  intent  of  the  statute  with  its 
reimbursement  regulation. 

Section  353.26  of  the  Antidumping  Regulations  provides  as  follows; 

Reimbursement  of  antidumping  duties. 

(a)  In  general.  (1)  In  calculating  the  United  States  price  [one 
variation  of  which  is  "exporter's  sales  price."  see  19  U.S.C.  § 
1677a(c)],  the  Secretary  will  deduct  the  amount  of  any  antidumping 
duty  which  the  producer  or  reseller: 

(i)  Paid  directly  on  behalf  of  the  importer;  or 

(ii)  Reimbursed  to  the  importer.  *** 

In  1966,  then  Deputy  Assistant  Secretary  of  the  Treasury  James  Pomeroy 
Hendrick  spoke  on  the  administration  of  the  antidumping  law  to  explain  the  specific 
purpose  of  the  predecessor  to  this  regulation.  In  written  background  materials  for  his 
speech,  he  provided  this  explanation; 

Reimbursement  of  Dumping  Duties 

Assuming  one  has  a  case  involving  true  predatory  dumping, 
the  foreign  producer  will  not  mind  how  much  he  spends  over  a 
reasonably  short  space  of  time  in  order  to  put  the  United  States 
competition  out  of  business.  With  this  in  mind,  a  foreign  producer 
could  be  successful  if  he  promised  his  United  States  importer  that 
whatever  dumping  duties  might  be  assessed  would  be  reimbursed. 
Should  such  a  guaranty  be  unconditionally  allowed,  a 
dumpingfinding  would  be  ineffective.  The  purpose  of  a  dumping 
finding  is  to  raise  the  importer's  purchase  price  to  an  amount  equal 
to  the  foreign  producer's  home  price,  with  the  usual  result  that  the 
importer's  resale  price  to  the  United  States  market  will  at  least  be 
correspondingly  increased,  and  with  the  further  result  that  the 
foreign    producer    will    either    (1)    increase    the    price    to    the 
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importer  by  an  equivalent  amount  (because  he  would  rather  have 
this  in  his  own  pocket  than  in  Uncle  Sam's  pocket)  or  (2) 
discontinue  selling  (because  the  addition  added  on  to  the  importer's 
resale  price  will  make  the  product  too  expensive  to  meet  United 
States  domestic  production  competition).  But  if  the  dumping  duty 
is  paid  for  by  the  foreign  producer,  the  economic  pressure  on  the 
importer  is  relieved,  and  the  importer  can  continue  to  market  the 
import  in  the  United  States  at  a  price  uninfluenced  by  this  duty. 

Bearing  this  in  mind,  an  amendment  to  the  Customs 
regulations  was  published  in  1960  the  effect  of  which  was  to 
increase  the  amount  of  any  dumping  duties  by  the  amount  of 
reimbursement  thereof.  ***  [Foomote  omitted.] 

James  Pomeroy  Hendrick,  Background  Material  for  Remarks  to  be  made  at  Customs 
Seminar.  Synthetic  Organic  Chemical  Manufacturers  Association.  New  York.  New  York. 
November  10.  1966.  on  Administration  of  the  United  States  Antidumping  Act  25-26. 

rV.   THERE  ARE  A  NUMBER   OF  INDICATIONS   THAT  TRANSFER 
PRICES  FOR  COVERED  GOODS  ARE  BEING  MANIPULATED. 

For  the  reasons  discussed  above,  there  is  an  incentive  to  use  transfer  prices  that 
are  lower  than  those  that  would  be  paid  in  an  arm's  length  transaction  to  a  U.S.  subsidiary 
whenever  imported  merchandise  is  covered  by  an  antidumping  duty  order.  (This  is 
opposite  to  the  incentive  created  by  tax  avoidance  strategies  relying  on  transfer  prices  that 
are  artificially  high.)  There  are  a  number  of  different  indicators  that  suggest  the  frequent 
occurrence  of  abusive  transfer  pricing  practices  in  connection  with  goods  covered  by 
antidumping  duty  orders.  The  Timken  Company  reviews  three  of  them: 

(1)  A  Recent  Department  of  Commerce  Finding 

In  a  1992  final  determination  following  administrative  reviews  of  antidumping 
duty  orders  covering  antifriction  bearings,  the  petitioner  in  the  original  investigation 
computed  values  for  imported  merchandise  by  adding  the  cost  of  production  reported  by  the 
importer  and  a  profit  amount.  These  values  were  compared  to  transfer  prices  and  the 
transfer  prices  were  found  to  be  lower  for  a  nimiber  of  firms.  Antifriction  Bearings  (Other 
Than  Tapered  Roller  Bearings)  and  Parts  Thereof  From  France:  et  al.  57  Fed.  Reg.  28,360, 
28,370  (Dep't  Commerce,  1992)  (fuial  results  A/D  admin,  rev.).  When  transfer  prices  are 
below  cost,  they  are  not  likely  at  arm's  length  value  within  the  meaning  of  §  1401a(b)2(B). 

(2)  A  Foreign  Producer's  Admission 

One  of  the  major  Japanese  bearing  companies,  Koyo  Seiko  Co.,  Ltd.,  in  a  recent 

antidumping  proceeding  filed  a  brief  with  the  Department  of  Commerce  which  stated  that 

"[m]oneys  are  transferred  among  related  parties  on  a  regular  basis,  and  through  a  number  of 

2 
means,    of    which    transfer    pricing    is    only    one.         While    acknowledging    that    the 
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At  the  time,  Mr.  Hendrick  was  the  Treasury  Department  official  who  administered  the 
antidumping  law. 

Inv.  No.  A-lOO-OOl,  Antifriction  Bearings  (Other  Than  Tapered  Roller  Bearings)  and 
Parts  Thereof  (Section  751  Review  for  the  Period  May  1,  1991  through  April  30, 
1992),  Koyo  Rebuttal  Brief  of  May  19,  1993,  at  23. 
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U.S.  Customs  service  monitors  transfer  prices,  Koyo  also  said,  "affiliated  companies  often 
transfer  merchandise  at  prices  that  are  at  or  slightly  above  cost,  thus  transferring  some 
portion  of  their  profits  to  other  affiliates.""  Thus,  a  major  Japanese  company  that  is  a 
significant  exporter  to  the  United  States  has  acknowledged  the  use  of  transfer  pricing  to 
transfer  funds  among  related  parties.  A  transfer  price  at  cost  does  not  conform  to  the 
requirement  of  19  U.S.C.  §  1401a(b).  that  it  be  equal  to  a  "transaction  value"  that  is  not 
influenced  by  the  relationship  between  parties  or  that  it  be  equal  to  the  "computed  value," 
defined  as  cost  of  production  plus  reasonable  profit  in  19  U.S.C.  §  140la(e). 

(3)  lmp<?n  Siaiistjgs 

Two  major  U.S.  subsidiaries  of  Japanese  producers  who  have  been  found  in  the 
past  to  be  dumping  are  those  of  the  NTN  Corporation  and  Koyo  Seiko  Co.,  Ltd.  NTN 
Bearing  Corporation  of  America  is  headquanered  in  Illinois;  and  the  American  Koyo 
Corporation  in  Ohio.  As  shown  in  the  attached  charts,  tapered  roller  bearing  sets  under  four 
inches  in  outer  diameter  imported  into  Chicago,  Illinois,  and  into  Cleveland,  Ohio,  are 
significantly  lower  in  average  price  on  a  doUar-per-kilo  basis,  than  the  average  for  all  such 
tapered  roller  bearings  sets  imported  into  other  pons.  This  strongly  suggests  that  transfer 
prices  are  being  manipulated. 

V.     CONCLUSION 

Importers  of  foreign  goods  have  the  financial  incentives  to  report  low  transfer 
prices  for  import  purposes  and  high  transfer  prices  for  tax  purposes  that  are  described  in 
this  Subconunittee's  press  release.  In  addition  to  those  powerful  incentives,  the  importer  of 
dumped  goods  has  additional  incentives  to  report  artificially  low  transfer  prices.  Thus  the 
problem  identified  by  the  Subcommittee  is  particularly  acute  for  such  goods.  Transfer  price 
misreporting  of  dumped  goods  not  only  reduces  U.S.  revenues,  but  also  particularly  harms 
the  U.S.  industry  that  has  sought  a  remedy  under  the  U.S.  trade  laws.  Despite  the  existence 
of  an  antidumping  duty  order,  the  foreign  producer  is  able  to  employ  its  significant  capital 
resources  to  keep  its  U.S. -based  subsidiary  in  competition  with  domestic  industry  at  prices 
that  do  not  reflect  the  costs  properly  attributable  to  the  imported  merchandise. 

For  these  reasons.  The  Timken  Company  urges  the  Subcommittee  to  investigate 
thoroughly  these  issues  and  to  determine  what  assistance  may  be  given  to  the  U.S.  Customs 
Service  to  enable  it  to  determine  whether  inaccurate  transfer  values  are  being  reported. 

The  Timken  Company  suggests  that  the  Congress  may  enhance  the  ability  of  the 
Commerce  Department  to  communicate  with  the  Customs  Service  by  removing  existing 
barriers  to  the  sharing  of  proprietary  information  obtained  by  the  Commerce  Department 
during  the  course  of  an  antidumping  or  countervailing  duty  proceeding.  At  present,  19 
U.S.C.  §  1677f(b)(l)  prohibits  Commerce  from  sharing  proprietary  information  with  any 

3       IsL  at  24. 
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representative  of  the  U.S.Customs  Service  unless  that  individual  is  engaged  dixeclly  in  a 
fraud  investigation.  If  Commerce  were  allowed  more  flexibUity  in  its  communications  with 
Customs,  it  could  advise  Customs  of  circumstances  which  suggest  the  manipulation  of 
transfer  prices  between  foreign  producers  and  their  U.S.  subsidiaries.  For  example: 

(1)  there  were  radical  changes  in  transfer  prices  just  before  or  after 
preliminary  determinations  in  original  investigations,  or 

(2)  there  are  significant  quantities  of  U.S.  sales  of  products  below 
the  cost  of  their  production,  or 

(3)  in  the  instance  of  a  foreign  producer  of  multiple  products, 
significant  changes  in  the  prices  of  products  not  covered  by  an 
antidumping  duty  order  are  made  when  an  order  goes  into  effect 
(such  an  occurrence  would  suggest  that  the  U.S.  subsidiary  of  the 
foreign  producer  is  offering  a  combination  of  products  where  the 
goods  not  covered  are  sold  at  very  low  prices  and  the  covered  goods 
at  high  prices). 

The  Timken  Company  urges  the  Congress  to  take  whatever  steps  are  necessary 
to  allow  the  U.S.  Customs  Service  and  the  U.S.  Commerce  Depanment  to  work 
independently  and  in  cooperation  to  identify  from  available  information  those  cases  in 
which  undervaluation  of  imported  merchandise  is  indicated.  This  will  help  to  ensure  that 
accurate  amounts  of  regular  and  special  duties  are  collected  and  that  the  remedies  the 
Congress  intended  to  provide  domestic  industries  with  the  antidumping  and  countervailing 
duty  laws  are  achieved. 

Respectfully  submitted. 


THE  TIMKEN  COMPANY 

Scott  A.  Scherff,  Esq. 
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